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RAILROAD RETIREMENT AMENDMENTS 


TUESDAY, MAY 15, 1951 


Hovuse oF REPRESENTATIVES, 
CoMMITTEE ON INTERSTATE AND ForerGN CoMMERCE, 
Washington, D. C. 

The committee met, pursuant to notice, at 10 a. m., in the committee 
room, 1334 House Office Building, the Honorable Robert Crosser 
(chairman) presiding, for the consideration of H. R. 3669, H. R. 3755, 
and other measures. 

The CuarrmMan. The committee will come to order. 

Beginning this morning the committee will conduct hearings on 
H. R. 3669, sponsored by the Railway Labor Executives Association, 
on behalf of the 18 standard railway labor organizations represented 
in the association and on H. R. 3755, sponsored by four operating 
brotherhoods. There are some 30 other bills to amend the Railroad 
Retirement Act, concerning which the committee will hear the 
sponsors, if they so desire. 

I should like to include in the printed record at this point a com- 
parative print prepared by the legislative counsel of the House showing 
the changes which H. R. 3669, introduced April 12, 1951, proposes to 
make in the Railroad Retirement Act and in the Railroad Retirement 
Tax Act, and also a comparative print showing the changes which 
H. R. 3755, introduced April 18, 1951, proposes to make in the Railroad 
Retirement Act and in the Railroad Unemployment Insurance Act. 

(The matter referred to is as follows:) 

1 
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[COMMITTEE PRINT] 


Aprit 25, 1951 


Committee on Interstate and Foreign Commerce, House of 
Representatives 





COMPARATIVE PRINT 


Showing the changes which H. R. 3669, introduced April 12, 1951, 
proposes to make in the Railroad Retirement Act of 1937, as 
amended, and i the Railroad Retirement Tax Act 





In this print— 
Roman type represents present law in which no change is proposed by H. R. 3669. 
Line type represents present law proposed to be stricken out by H. R. 3669. 
Italic type represents matter in H. R. 3669 not contained in present law. 





RAILROAD RETIREMENT ACT OF 1937, AS 
AMENDED 


e o* * * * 
“DEFINITIONS 


“Section 1. For the purposes of this Act— 

“(a) The term ‘employer’ means any carrier (as de- 
fined in subsection (m) of this section), and any company 
which is directly or indirectly owned or controlled by one 
or more such carriers or under common control therewith, 
and which operates any equipment or facility or performs 
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any service (except trucking service, casual service, and 
the casual operation of equipment or facilities) in con- 
nection with the transportation of passengers or property by 
railroad, or the receipt, delivery, elevation, transfer in transit, 
refrigeration or icing, storage, or handling of property trans- 
ported by railroad, and any receiver, trustee, or other in- 
dividual or body, judicial or otherwise, when in the posses- 
sion of the property or operating all or any part of the 
business of any such employer: Provided, however, That 
10 the term ‘employer’ shall not include any street, interurban, 
11 or suburban electric railway, unless such railway is operat- 
12 ing as a part of a general steam-railroad system of trans- 
13 portation, but shall not exclude any part of the general 
14 steam-railroad system of transportation now or hereafter 
15 operated by any other motive power. The Interstate Com- 
16 merce Commission is hereby authorized and directed upon 
17 request of the Board, or upon complaint of any party in- 
18 terested, to determine after hearing whether any line op- 
19 erated by electric power falls within the terms of this pro- 
20 viso. The term ‘employer’ shall also include railroad 
21 associations, traffic associations, tariff bureaus, demurrage 
22 bureaus, weighing and inspection bureaus, collection agencies 
23 and other associations, bureaus, agencies, or organizations 
24 controlled and maintained wholly or principally by two or 
25 more employers as hereinbefore defined and engaged in the 
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performance of services in connection with or incidental to 
railroad transportation; and railway labor organizations, 
national in scope, which have been or may be organized in 
accordance with the provisions of the Railway Labor Act, 
as amended, and their State and National legislative com- 
mittees and their general committees and their insurance 
departments and their local lodges and divisions, established 
pursuant to the constitution and bylaws of such organiza- 
tions. The term ‘employer’ shall not include any company 
by reason of its being engaged in the mining of coal, the 
supplying of coal to an employer where delivery is not 
beyond the mine tipple, and the egress of equipment or 
facilities therefor, or in any of such activities. 

“(b) The term ‘employee’ means (1) any individual 
in the service of one or more employers for compensation, 
(2) any individual who is in the employment relation to 
one or more aoe. and (3) an employee representative. 
The term ‘employee’ shall include an employee of a local 
lodge or division defined as an employer in subsection (a) 
only if he was in the service of or in the employment rela- 
tion to a carrier on or after the enactment date. The term 
‘employee representative’ means any officer or official repre- 
sentative of a railway labor organization other than a labor 
organization included in the term ‘employer’ as defined in sec- 
tion 1 (a) who before or after the enactment date was in 
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the service of an employer as defined in section 1 (a) and 
who is duly authorized and sunentes to represent em- 
ployees in accordance with the ilway Labor Act, as 
amended, and any individual who is regularly assigned to 
or regularly employed by such officer or official representative 
in connection with the duties of his office. 

“The term ‘employee’ shall not include any individual 
while such individual is engaged in the physical operations 
consisting of the mining of coal, the preparation of coal, the 
handling (other than movement by rail with standard rail- 
road locomotives) of coal not beyond the mine tipple, or the 
loading of coal at the tipple. 

“(c) An individual is in the service of an employer 
whether his service is rendered within or without the United 
States if (i) he is subject to the continuing authority of the 
employer to supervise and direct the manner of rendition of 
his service, or he is rendering professional or technical serv- 
ices and is integrated into the staff of the employer, or he is 
rendering, on the property used in the employer’s opera- 
tions, other personal services the rendition of which is in- 
tegrated into the employer’s operations, and (ii) he renders 
such service for compensation, or a method of computing the 
monthly compensation for such service is provided in section 
3 (c): Provded, however, That an individual shall be 
deemed to be in the service of an employer, other than a local 
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lodge or division or a general committee of a railway-labor- 
organization employer, not conducting the principal part of its 
business in the United States only when he is rendering 
service to it in the United States; and an individual shall be 
deemed to be in the service of such a local lodge or division 
only if (1) all, or substantially all, the individuals constitut- 
ing its membership are employees of an op set pe conducting 
the principal part of its business in the United States; or (2) 
the Lendenianbett of such local lodge or division is located in 
the United States; and an individual shall be deemed to be in 
the service of such a general committee only if (1) he is 
representing a local lodge or division described in clauses (1) 
or (2) immediately above; or (2) all, or substantially 
all, the individuals represented by it are employees of an 
employers conducting the principal part of its business in the 
United States; or (3) he acts in the capacity of a general 
chairman or an assistant general chairman of a general com- 
mittee which represents individuals rendering service in the 
United States to an employer, but in such case if his office or 
headquarters is not located in the United States and the in- 
dividuals represented by such general committee are em- 
ployees of an employer not conducting the principal part of 
its business in the United States, only such proportion of 
the remuneration for such service shall be regarded as com- 
pensation as the proportion which the mileage in the United 
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States under the jurisdiction of such general committee bears 
to the total mileage under its jurisdiction, unless such mileage 
formula is inapplicable, in which case the Board may pre- 
scribe such other formula as it finds to be equitable, and if 
the application of such mileage formula, or such other for- 
mula as the Board may prescribe, would result in the com- 
pensation of the individual being less than 10 per centum of 
his remuneration for such service no part of such remunera- 
tion shall be regarded as compensation: Provided further, 
That an individual not a citizen or resident of the United 
States shall not be deemed to be in the service of an em- 
ployer when rendering service outside the United States to 
an employer who is required under the laws applicable in the 
place where the service is rendered to employ therein, in 
whole or in part, citizens or residents thereof; and the laws 
applicable on August 29, 1935, in the place where the service 
is rendered shall be deemed to have been applicable there at 
all times prior to that date. 

““(d) An individual shall be deemed to have been in the 
employment relation to an employer on the enactment date 
if (i) he was on that date on leave of absence from his 
employment, expressly granted to him by the employer by 
whom he was employed, or by a duly authorized representa- 
tive of such employer, and the grant of such leave of absence 
will have been established to the satisfaction of the Board 
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before July 1947; or (ii) he was in the service of an 
employer after the enactment date and before January 1946 
in each of six calendar months, whether or not consecutive; 
or (iii) before the enactment date he did not retire and was 
not retired or discharged from the service of the last employer 
by whom he was employed or its corporate or operating 
successor, but (A) solely by reason of his physical or 
mental d®ability he ceased before the enactment date to 
be in the service of such employer and thereafter remained 
continuously disabled until he attained age sixty-five or until 
August 1945 or (B) solely for such last stated reason an 
employer by whom he was employed before the enactment 
date or an employer who is its successor did not on or after 
the enactment date and before August 1945 call him to 
return to service, or (C) if he was so called he was solely 
for such reason unable to render service in six calendar 
months as F ridin a in clause (ii); or (iv) he was on the 
enactment date absent from the service of an employer by 
reason of a discharge which, within one year after the 
effective date thereof, was protested, to an appropriate labor 
representative or to the employer, as wrongful, and which 
was followed within ten years of the effective date thereof 
by his reinstatement in good faith to his former service with 
all his seniority rights: Provided, That an individual shall 
not be deemed to have been on the enactment date in the 
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employment relation to an employer if before that date he 
was granted a pension or gratuity on the basis of which a 
pension was awarded to him pursuant to section 6, or if 
during the last pay-roll period before the enactment date in 
which he rendered service to an employer he was not in the 
service of an employer, in accordance with subsection (c), 
with respect to any service in such pay-roll period, or if he 
could have been in the employment relation to an employer 
only by reason of his having been, either before or after 
the enactment date in the service of a local lodge or division 
defined as an employer in section 1 (a). 

“(e) The term ‘United States’, when used in a geo- 
graphical sense, means the States, Alaska, Hawaii, and the 
District of Columbia. 

“(f) The term ‘years of service’ shall mean the number 
of years an individual as an employee shall have rendered 
service to one or more employers for compensation or re- 
ceived remuneration for time lost, and shall be computed in 
accordance with the provisions of section 3 (b): ovided, 
however, That where service prior to the enactment date 
may be included in the computation of years of service as 
provided in subdivision (1) of section 3 (b), it may be 
included as to service rendered to a person which was on the 
enactment date an employer, irrespective of whether, at the 
time such service was rendered, such person was an em- 
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ployer; and it may also be included as to service rendered to 
any express company, sleeping-car company, or carrier by 
r which was a predecessor of a company which, on 
the enactment date, was a carrier as defined in subsection 
(m), irrespective of whether, at the time such service was 
rendered to such predecessor, it was an employer; it may 
also be included as to service rendered to a person not an 
employer in the performance of operations involving the use e 
of standard railroad equipment if such operations were per- 
10 formed by an employer on the enactment date. Twelve 
calendar months, consecutive or otherwise, in each of which 
12 an employee has rendered such service or received such 
13 wages for time lost, shall constitute a year of service. Ulti- 
14 mate fractions shall be taken at their actual value, except 
15 that if the individual will have had not less than f 
16 one hundred twenty-six months of service, an ultimate 
17 fraction of six months or more shall be taken as one year. 
18 “(g) The term ‘annuity’ means a monthly sum which is 
19 yable on the Ist day of each calendar month for the accrual 
20 during the preceding calendar month. 

. , The term ‘compensation’ means any form of money 
22 remuneration paid to an individual for services rendered as 
23 an employee to one or more employers, or as an employee 
24 representative, including remuneration paid for time lost 
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as an employee, but remuneration paid for time lost shall 

be deemed earned in the month in which such time is lost. 

Such term does not include tips, or the voluntary payment 

Di an employer, without deduction from the remuneration 
of the employee, of any tax now or hereafter imposed with 
respect to the compensation of such employee. For the pur- 4 
poses of determining monthly compensation and years of : 
service and for the purposes of subsections (a), (c), and ; 
(d) of section 2 and subsection (a) of section 5 of this Act, 4 
10 compensation earned in the service of a local lodge or division 
11 of a railway-labor-organization emplo er shall be disregarded 
12. with respect to any calendar month if the amount there of is 
13 less than $3 and (1) such compensation is earned between 
14 December 31, 1936, and April 1, 1940, and taxes thereon 
pursuant to section 2 (a) and 3 (a) of the Carriers Taxing 4 
16 Act of 1937 or sections 1500 and 1520 of the Internal Reve- ; 
17 nue Code are not paid prior to July 1, 1940; or (2) such : 
18 compensation is earned after March 31, 1940. A payment i 
19 made by an employer to an individual through the em- H 
20 ployer’s pay roll shall be presumed, in the absence of evidence 
21 to the contrary, to be compensation for service rendered by 

22 such individual as an employee of the employer in the period 

23 with respect to which the payment is made. An employee F 
24 shall be deemed to be paid, ‘for time lost’ the amount he is ; 
25 paid by an employer with respect to an identifiable period ‘ 
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of absence from the active service of the employer, including 
absence on account of personal injury, and the amount he 
is paid by the employer for loss of earnings resulting from 
his displacement to a less remunerative position or occupa- 
tion. If a payment is made by an employer with respect 
to a perso ag en includes pay for time lost, the total 
payment eyo be med to - . for time lost mr 
the time of payment, a part of such payment is speci y 
apportioned to factors other than time lost, in which event 
only such part of the payment as is not so apportioned shall 
be deemed to be paid for time lost. Compensation earned in 
any calendar month before 1947 shall be deemed paid in such 
month regardless of whether or when payment will have 
been in fact made, and compensation earned in any calendar 
year after 1946 but paid after the end of such calendar year 
shall be deemed to be compensation tog in the calendar year 
in which it will have been earned if it is so reported by the 
employer before February 1 of the next succeeding calendar 
year or, if the employee establishes, subject to the provisions 
of section 8, the period during which such compensation will 
have been Bano In determining the monthly compensa- 
tion, the average monthly remuneration, and quarters of 
coverage of any employee, there shall be attributable as 
compensation paid to him in each calendar month in which 
he is in military service creditable under section 4 the 
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amount of $160 in addition to the compensation, if any, 


paid to him with respect to such month. 
“(i) The term ‘Board’ means the Railroad Retirement 


“(j) The term ‘enactment date’ means the 29th of 
August 1935. 

“(k) The term ‘company’ includes corporations, asso- 
ciations, and joint-stock companies. 

(1) term ‘employee’ includes an officer of an 
employer. 

“(m) The term ‘carrier’ means an express company, 
sleeping-car compen or carrier by railroad, subject to part 
I of the Interstate Commerce Act. 

“(n) The term ‘person’ means an individual, a part- 
nership, an association, a joint-stock company, or a corpora- 


tion. 

“(o) An individual shall be deemed to have ‘a current 
connection with the railroad industry’ at the time an annuity 
begins to accrue to him and at death if, in any thirty conse- 
cutive calendar months before the month in which an annuity 
under section 2 begins to accrue to him (or the month in 
which he dies if that first occurs), he will have been in 
service as an employee in not less than twelve calendar 
months and, if such thirty calendar months do not immedi- 
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ately precede such month, he will not have been engaged in 
any regular employment other than employment for an 
employer in the period before such month and after the end 
of such thirty months. For the purposes of section 5 only, 
an individual shall be deemed also to have a ‘current con- 
nection with the railroad industry’ if he is in all other respects 
completely insured but would not be fully insured under the 
Social Security Act, or if he is in all other respects partially 
insured but would be neither fully nor currently insured 
under the Social Security Act, or if he has no wage quarters 
of coverage. 

“(p) The terms ‘quarter’ and ‘calendar quarter’ shall 
mean a period of three calendar months ending on March 31, 
June 30, September 30, or December 31. 

“(q) The terms ‘Social Security Act’ and ‘Social Secu- 
rity Act, as amended,’ shall mean the Social Security Act as 
amended in 1950. 

“ANNUITIES 


“Sec. 2. (a) The following-described individuals, if they 
shall have been employees on or after the enactment date, 
and shall have completed ten years of service, shall, subject 
to the conditions set forth in subsections (b), (c), and (d), 
be eligible for annuities after they shall have ceased to render 
compensated service to any person, whether or not an em- 
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ployer as defined in section 1 (a) (but with the right to 
engage in other employment to the extent not prohibited by 
subsection (d)): 

“1. Individuals who on or after the enactment date shall 
be sixty-five years of age or over. 

“2. Women who will have attained the age of sixty and 
will have completed thirty years of service. 

“3, Individuals who will have attained the age of sixty 
and will have completed thirty years of service, but the an- 
nuity of such an individual shall be reduced by one one- 
hundred-and-eightieth for each calendar month that he is 
under age sixty-five when his annuity begins to accrue. 

“4. Individuals having a current connection with the 
railroad industry, and whose permanent physical or mental 
condition is such as to be disabling for work in their regular 
occupation, and who (i) will have completed twenty years 
of service or (ii) will have attained the age of sixty. The 
Board, with the cooperation of employers and employees, 
shall secure the establishment of standards determining the 
physical and mental conditions which permanently disqualify 
employees for work in the several occupations in the railroad 
industry, and the Board, employers, and employees shall 
cooperate in the promotion of the greatest practicable degree 
of uniformity in the standards applied by the several em- 
ployers. An individual's condition shall be deemed to be 





























” 





ary 


ahh ak SRR ames 


se ag cag 


; 
4 
3 





RAILROAD RETIREMENT AMENDMENTS gy 





(Page 15) 


disabling for work in his regular occupation if he will have 
been disqualified by his employer because of disability for 
service in his regular occupation in accordance with the 
applicable standards so established; if the employee will not 
have been so disqualified by his employer, the Board shall 
determine whether his condition is disabling for work in his 
regular occupation in accordance with the standards gen- 
erally established; and, if the employee’s regular occupation 
is not one with respect to which standards will have been 
10 established, the standards relating to a reasonably com- 
11 parable occupation shall be used. If there is no such com- 
12 parable occupation, the Board shall determine whether the 
13. employee’s condition is disabling for work in his regular 
14 occupation by determining whether under the practices gen- 
15 erally prevailing in industries in which such occupation exists 
16 such condition is a permanent disqualification for work in 
17 such occupation. For the purposes of this section, an em- 
18 ployee’s ‘regular occupation’ shall be deemed to be the 
19 occupation in which he will have been engaged in more 
20 calendar months than the calendar months in which he will 
21 have been engaged in any other occupation during the last 
22 preceding five calendar years, whether or not consecutive, 
3 23 in each of which years he will have earned wages or salary, 
S 24 except that, if an employee establishes that during the last 
25 fifteen consecutive calendar years he will have been engaged 
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1 in another —a in one-half or more of all the months 
2 in which he will have earned wages or salary, he may claim 
3 such other occupation as his regular oceupation; or 
+ “5. Individuals whose’ permanent physical or mental 
5 condition is such that they are unable to engage in any regular 
6 employment end whe +> have completed ten years of service; 
7 oF 4b have attained the age of sixty 
8 “Such satisfactory proof shall be made from time to time 
9 as prescribed by the rd, of the disability provided for in 
x 10 paragraph 4 or 5 and of the continuance of such disability 
11 (according to the standards applied in the establishment of 
12 such disability) until the pata st attains the age of sixty- 
¥ 13 five. If the individual fails to comply with the requirements 
14 prescribed by the Board as to proof of the continuance of 
; 15 the disability until he attains the age of sixty-five years, his 
4 16 right to an annuity by reason of such disability shall, except 
17 for. good cause shown to the Board, cease, but without preju- 
dice to his rights to any subsequent annuity to which he may 
19 be entitled. If before attaining the age of sixty-five an 
20 employee in receipt of an annuity under paragraph 4 or 5 is 
21 found by the Board to be no longer disabled as provided 
22 in said paragraphs his annuity shall cease upon the last day 
23 of the month in whieh he ceases to be so disabled. An em- 
24 ployee; it reeeipt of steh annuity; she espns more than 875 
25 + service for hire; or in sel-empleyment in eseh of any six 
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eonseetttive ealendar months; 
ne dierbled Ht the best ef ate ste trotted sted eH 
shetH sepeet te the Hered Hredieteby aH Hed aepadee 
hire; er steh self-employment. If after cessation of his 
disability annuity the employee will have acquired additional 
year of service, such additional years of service may be 
credited to him with the same effect as if no annuity had 

previously been awarded to him. 

“(b) An annuity shall be paid only if the applicant 
shall have relinquished such rights as he may have to return 
to the service of an employer and of the person by whom 
he was last employed; but this requirement shall not apply 
to the individuals mentioned in subdivision 4 and subdivision 
5 of section (a) prior to attaining age sixty-five. 

“(c) An annuity shall begin to accrue as of a date to be 
specified in a written application (to be made in such man- 
ner and form as may be prescribed by the Board and to be 
signed by the individual entitled thereto), but— 

(1) not before the date following the last day of 
compensated service of the applicant, and 

(2) not more than sity days siz months before 
the filing of the ee. 

“(d) No annuity shall be paid with respect to any 
month in which an individual (7) in receipt of an annuity 
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hereunder shall render compensated service to an employer 
or to the last person by whom he was employed prior to 
the date on which the annuity began to seerte-: accrue, or 
(it) is receiving an annuity under peers 1, 2 or 3 of 
subsection (a), or under paragraph 4 or 5 thereof after 
attaining age sixty-five, is under the age of seventy-five, and 
shall earn more than $50 in ‘wages’ or be charged with 
more than $50 in ‘net earnings from self-employment’, or 
(tit) ts receiving an annuity under pargraph 4 or 5 of sub- 
section (a), is under the age of sixty-five, and shall earn 
more than $100 in ‘wages’ or be charged with more than 
$100 in ‘net earnings from self-employment’. Individuals 
receiving annuities shall report to the Board immediately 
all such compensated service. 

“(e) For the purpose of this section and of subsection 
(i) of section 5, ‘wages’ shall mean wages as defined in sec- 
tion 209 of the Social Security Act, without regard to sub- 
section (a) thereof; and ‘net earnings from self-employment 
shall be determined as provided in section 211 (a) of the 
Social Security Act and charged to correspond to the provi- 
sions of section 203 (e) of that Act. 

“(f) Spovse’s Annvuiry.—The spouse of an individual, 
f— 
“(i) such individual has been awarded an annuity 
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under subsection (a) or a pension under section 6 and 
has attained the age of 65, and 

(it) such spouse has attained the age of 65 or, 
tn the case of a wife, has in her care (individually or 
jointly with husband) a child who, if her husband 
were then to die, would be entitled to a child’s annuity 

under subsection (c) of section 5 of this Act, 
shall be entitled to a spouse's annuity equal. to one-half of 
such individual’s annuity or pension, but not more than $50: 
Provided, however, That if annuity of the individual is 
awarded under paragraph 3 of subsection (a), the spouse’s 
annuity shall be computed or recomputed as though such 
individual has been awarded the annuity to which he would 
have been entitled under paragraph 1 of said subsection: 
Provided further, That any spouse’s annuity shall be reduced 
by the amount of any annuity and the amount of any monthly 
tnsurance benefit, other than a wife’s or husband’s insurance 
pg to which such spouse is entitled, or on proper appli- 
cation would be entitled, under subsection (a) of this section 
or subsection (d) of section 5 of this Act or section 202 of 
the Social Security Act; except that if such spouse is dis- 
entitled to a wife’s or husband’s insurance benefit, or has had 
such benefit reduced, by reason of subsection (k) of section 
202 of the Social Security Act, the reduction pursuant to this 
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subsection shall be only in the amount by which such spouse's 
monthly insurance benefit under said Act exceeds the wife's 
or husband’s insurance benefit to which such spouse would 
have been entitled under that Act but for said subsection (k). 
“(g) For the purposes of this Act, the term ‘spouse’ 
shall mean the wife or husband of a retirement annuitant or 
pensioner who (i) was married to such annuitant or pen- 
sioner for a period of not less than three years immediately 
preceding the day on which the application for a spouse’s 
annuity is filed, or is the parent of such annuitant’s or pen- 
sioner’s son or daughter, if, as of the day on which the 
application for a spouse’s annuity 1s filed, such wife or hus- 
band and such annuitant or pensioner were members of the 
same household, or such wife or husband was receiving 
regular contributions from such annuitant or pensioner 
toward her or his support, or such annuitant or pensioner has 
been ordered by any court to contribute to the support of 
such wife or husband; and (ii) in the case of a husband, 
was receiving at least one-half of his support from his wife 
at the time his wife's retirement annuity or pension began. 
“(h) The spouse’s annuity provided in subsection a) 
shall, with respect to any month, be subject to the same 
provisions of subsection (d) with ‘regard to service, ‘wages’ 
ats ‘net earnings from self-employment’ as the individual’s 
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annuity, and, in addition, the spouse’s annuity shall not be 
payable for any month if the individual’s annuity is not pay- 
able for such month (or, in the case of a pensioner, 
not be payable tf the pension were an annuity) by reason of 
= cP appear of said subsection (d). Such spouse's annuity 
cease at the end of the month preceding the month in 
which (i) the spouse or the individual dies, (ii) the spouse 
and the individual are absolutely divorced, or (iit), in the 
case of a wife under age 65, she no longer has in her care a 
child who, if her husband were then to die, would be entitled 
to an annuity under subsection (c) of section 5 of this Act. 


ROC DN OU Whore 
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“COMPUTATION OF ANNUITIES 


“Sec. 3. (a) The annuity shall be computed by multi- 
plying an individual’s ‘years of service’ by the following 
percentages of his ‘monthly compensation’: 240 2.80 per 
centum of the first $50; +86 2.00 per centum of the next 
$100; and +20 1.40 per centum of the wext 8450 remainder 
of his ‘monthly compensation’. 

‘“(b) The ‘years of service’ of an individual shall be 
determined as follows: 

““(1) In the case of an individual who was an employee 
on the enactment date, the years of service shall include all 
his service subsequent to December 31, 1936, and if the total 
number of such years is less than thirty, then the years of 
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service shall also include his service prior to January 1, 1937, 
but not so as to make his total years of service exceed thirty: 
Provided, however, That with respect to any such individual 


who rendered service to any employer after January 1, 1937, 
and who on the enactment date was not an employee of an 
employer conducting the principal part of its business in the 
United States no greater proportion of his service rendered 
prior to January 1, 1937, shall be included in his ‘years of 
service’ than the proportion which his total compensation 
(including compensation in any month in excess of $3800 
his ‘monthly compensaiion’) for service after January 1, 
1937, rendered anywhere to an employer conducting the 
principal part of its business in the United States or rendered 
in the United States to any other employer bears to his total 
compensation (including compensation in any month in ex- 
cess of $806 his ‘monthly compensation’) for service rendered 
anywhere to an employer after January 1, 1937 

“*(2) In all other cases, the years of service shall in- 
clude only the service subsequent to December 31, 1936. 

(3) Where the years of service include only part of 
the service prior to January 1, 1937, the part included shall 
be taken in reverse order beginning with the last calendar 
month of such service. 

“+45 In ne esse shal the serps of service inelide any 
service rendered after dune 36; 4037; and after the end of 
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the ealendar year in which the individual attains the age of 


“The retirement annuity or pension of an individual, 
and the annuity of his spouse, if any, shall be reduced, be- 
ginning with the month in which such individual is, or on 

roper application would be, entitled to an old age insurance 
enefit under the Social Security Act, as follows: (i) in the 
case of the individual’s retirement annuity, by that portion 
of such annuity which is based on his years of service and 
compensation before 1937, or by the amount of such old 
age insurance benefit, whichever is less, (ii) in the case of 
the individual’s pension, by the amount of such.old age in- 
surance benefit, and (iti) in the case of the spouse’s annuity, 
to one-half the individual’s retirement annuity or pension. 


“MONTHLY COMPENSATION 


“(c) The ‘monthly compensation’ shall be the average 
compensation paid to an employee with respect to calendar 
months included in his ‘years of service’, except (1) that 
with respect to service prior to January 1, 1937, the monthly 
compensation shall be the average compensation paid to an 
employee with respect to calendar months included in his 
years of service in the years 1924-1931, and (2) the 
amount of compensation paid or attributable as paid to him 
with respect to each month of service before September 1941 
as a station employee whose duties consisted of or included 
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the carrying of passengers’ hand baggage and otherwise 
assisting passengers at passenger stations and whose re- 
muneration for service to the employer was, in whole or 
in substantial part, in the forms of tips, shall be the monthly 
average of the compensation paid to him as a station em- 
ployee in his months of service in the period September 
1940-August 1941: Provided, however, That where service 
in the period 1924-1931 in the one case, or in the period 
September 1940-August 1941 in the other case, is, in the 
judgment of the Board, insufficient to constitute a fair and 
equitable basis for determining the amount of compensation 
paid or attributable as paid to him in each month of service 
before 1937, or September 1941, respectively, the Board 
shall determine the amount of such compensation for each 
such month in such manner as in its judgment shall be fair 
and equitable. In computing the monthly compensation, no 
part of any month’s compensation in excess of $300 through 
the calendar year 1951, and in excess of $400 thereafter, 
shall be recognized. 

“(d) The annuity of an individual who shall have been 
an employee representative shall be determined in the same 
manner and with the same effect as if the employee organ- 
ization by which he shall have been employed were an 
employer. 

“(e) In the case of an individual having a current con- 
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nection with the railroad industry and net tese than five 
years ef service; the minimum annuity —e shall, before 
any reduction pursuant to stbseetien 2 (@) (3) sections 2 
(a) 3 or 8 (b) (4), be whichever of the following is the 
least: (1) $3-60 $4.10 multiplied by the number of his 
years of service; or (2) $60 $68; or (3) his monthly eem- 

= compensation: Provided, however, That if for 
any entire month in which an annuity accrues and is payable 
under this Act the annuity to which an employee is entitled 
under this Act (or would have been entitled except for a re- 
duction pursuant to section 2 (a) 3 or a joint and survivor 
election), together with, his or her spouse’s annuity, if any, 
or the total of survivor annuities under this Act deriving from 
the same employee, is less than the amount, or the additional 
amount, which would have been payable to all persons for 
such month under the Social Security Act (deeming com- 
pletely and partially insured individuals to be fully and cur- 
rently insured, respectively, and disregarding any possible 
deductions under subsection (f) of section 203 thereof) if 
such employee's service as an employee after December 31, 
1936, were included in the term ‘employment’ as defined in 
that Act and quarters of coverage were determined in ac- 
cordance with section 5 (1) (4) of this Act, such annuity or 
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annuities, shall be increased proportionately to a total of 
such amount or such additional amount. 

“(f) Annuity payments which will have become due 
an individual but will not vet have been paid at death shall 
be paid to the same individual or individuals who, in the 
event that a lump sum will have become payable pursuant 
to section 5 hereof upon such death, would be entitled to 
receive such lump sum, in the same manner as, and subject 
to the same limitations under which, such lump sum would 
be paid, except that, as determined by the Board, first, 
brothers and sisters of the deceased, and if there are none 
such, then grandchildren of the deceased, if living on the 
date of the determination, shall be entitled to receive pay- 
ment prior to any payment being made for reimbursement 
of burial expenses. If there be no individual to whom pay- 

ment can thus be made, such annuity payments shall escheat 
to the credit of the Railroad Retirement Account. 

“(g) No annuity shall accrue with respect to the calen- 
dar month in which an annuitant dies. 


SeBE 
thereafter te rca: exeept ae provided dH stbdiviston 
3 of seetion 2 (a)- 

<4} (h) If an annuity is less than $2.50, it moe 
the discretion of the Board, be paid quarterly or in a lump 
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sum equal to its commuted value as determined by the 
Board 


cd « * -_ a 
“ANNUITIES AND LUMP SUMS FOR SURVIVORS 


“Sec. 5. (a) Widow’s and Widower’s Insurance An- 
—. —A widow or widower of a completely insured em- 
oyee, who will have attained the age of sixty-five, shall 
es entitled during the remainder of her or his life or, if she 
or he remarries, then until remarriage to an ennty for eneh 
equal te three-fourths of steh 48 basie amettnt 
a survivor’s insurance annuity: Provided, however, That if 
in the month preceding the employee's death the spouse of 
such employee was entitled to a spouse’s annuity under sub- 
section of section 2 in an amount greater than the sur- 
vivor’s insurance annuity, the widow’s or widower’s annuity 
shall be increased to such greater amount. 

“*(b) Widow’s Current Insurance Annuity.—A widow 
of a completely or partially insured employee, who is not 
entitled to an annuity under subsection ta) and who at the 
time of filing an application for an annuity under this sub- 
section will have in her care a child of such employee en- 
titled to receive an annuity under subsection (ec) shall be 
entitled to am annuity fer each month equal te three-fourths 
ef the employee's ameunt a survivor's insurance an- 
nuity: Provided, however, That if in the month preceding the 
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employee's death the spouse of such employee was entitled to 
a@ spouse’s annuity under s section ip of section 2 in an 
amount greater than the survivor’s insurance annutty, the 
widow's current insurance annuity shall be increased to such 
greater amount. Such annuity shall cease upon her death, 
upon her remarriage, when she becomes entitled to an annuity 
under subsection (a), or when no child of the deceased 
employee is entitled to receive an annuity under subsection 
(ec), whichever occurs first. 

““(e) Child’s Insurance Annuity.—Every child of an em- 

jw ee who will have died completely or partially insured 
1 be entitled, for so long as such child lives and meets the 
qualifications set forth in paragraph (1) of subsection (1), 
to @n entity fer eaeh month equal te te treet et tte eH 
basie ameunt a survivor’s insurance annuity: Pro- 
vided, however, That if the employee is survived by more than 
one child entitled to an annuity hereunder, each such child’s 
— shall be (i) two-thirds of a survivor’s insurance 
annuity plus (ii) one-third of a survivor’s insurance annuity 
divided by the number of such children. 

“‘(d) Parent’s Insurance Annuity.—Each parent, sixty- 
five years of age or over, of a completely insured employee, 
who will have died leaving no widew and widow, no widower, 
and no child, shall be entitled, for life, or, if such parent 
remarries after the employee's’ death, then until such re- 
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basie ametat a survivor's insurance annuity. 

‘“‘(e) When there is more than one employee with re- 
spect to whose death @ parent or ehild is +e &h Oh 
ttity for @ month; steh enmity shal be one-half of whiehever 
employee's basie amount is greatest the same two or more 
children are entitled to annuities for a month under sub- 
section (c), any application of each such child shall be 
deemed to be filed with respect to the deaih of only that one 
of such employees from whom may be derived a survivor's 
insurance annuity for each child under subsection (c) in 
an amount equal to or in excess of that which may be derived 
from any other of such employees. 

“(f) Lump-Sum Payment.—(1) Upon the death, on 
or after January 1, 1947, of a completely or partially in- 
sured employee ‘who will have died leaving no widew; 
widow, widower, child, or parent who would on proper ap- 
plication therefor be entitled to receive an annuity under this 
section for the month in which such death occurred, there 
shall be paid a lump sum of eight tHres the deste 
emeunt twelve times the survivor's insurance annuity to the 
following person (or if more than one there shall be distri- 
buted among them) whose relationship to the deceased em- 
ployee will have been determined by the Board, and who 
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will have been living on the date of such determination: 
to the widow or widower of the deceased; or, if no such 
widow or widower be then living, to any child or children 
of the deceased and to any other person or persons who, 
under the intestacy law of the State where the deceased will 
have been domiciled, will have been entitled to share as 
distributees with such children of the deceased, in such 
proportions as is provided by such law; or, if no widow or 
widower and no such child and no such other person be then 
living, to the parent or parents of the deceased, in equal 
shares. Upon the death, on or after the first day of the 
month next following the month of enactment hereof, of a 

completely or partially insured employee who will have died 
leaving a widow, widower, child, or parent who would on 
proper application therefor be entitled to an annuity under 
this section for the month in which such death occurred, 
there shall be paid a lump sum of four times the survivor's 
insurance annuity to the person or persons in the order pro- 
vided in this paragraph. A person who is entitled to share 
as distributee with an above-named relative of the deceased 
shall not be precluded from receiving a payment under this 
paragraph by reason of the fact that no such named relative 
will have survived the deceased or of the fact that no such 
named relative of the deceased will have been living on the 
date of such determination. If none of the persons described 
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in this paragraph be living on the date of such determina- 
tion, such amount shall be paid to any person or persons, 
equitably entitled thereto, to the extent and in the propor- 
tions that he or they shall have paid the expenses 0 burial 
of the deceased. If a lump sum of twelve times the survivor's 
insurance annuity would be payable to a widew; ehild; 
widow, widower, child, or parent under this paragraph ex- 
cept. for the fact that a survivor will have been entitled to 
receive an annuity for the month in which the employee 
will have died, but within one year after the employee's 
death there will not have accrued to survivors of the em- 
ployee, by reason of his death annuities which, after all 
deductions pursuant to paragraph (1) of subsection (i) will 
have been made, are equal to seeh himmp sam, eight times 
the survivor’s insurance annuity, a payment to any then 
surviving widew, ehildren; widow, widower, children, or 
parents shall nevertheless be made under this paragraph 
equal to the amount by which steh himp sum eight times 
the survivor’s insurance annuity exceeds such annuities so 
accrued after such deductions. No payment shall be made 
to any person under this paragraph, unless application 
therefor shall have been filed by or on behalf of any such 
person (whether or not legally competent), prior to the 
expiration of two years after the date of death of the de- 
ceased employee, except that if the deceased employee is a 
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person to whom section 2 of the Act of March 7, 1942 
(56 Stat. 1438, 144), is applicable such two years shall 
run from the date on which the deceased employee, pur- 
suant to said Act, is determined to be dead, and for all other 
purposes of this section such emplovee, so long as it does 
not appear that he is in fact alive, shall be deemed to have 
died on the date determined pursuant to said Act to be the 
date or presumptive date of death. 

(2) Whenever it shall appear, with respect to the 
death of an employee on or after January 1, 1947, that no 
benefits, or no further benefits, other than benefits payable 
to a widew er widow, widower, or parent upon attaining 
age sixty-five at a future date, will be payable under this 
section or, pursuant to subsection (k) of this section, under 
section 202 of the Social Security Act, as amended, there 
shall be paid to such person or persons as the deceased em- 
ployee may have designated by a writing filed with the Board 
prior to his or her death, or if there be no designation, to 
the person or persons in the order provided in paragraph 
(1) of this subsection or, in the absence of such person or 
persons, to his or her estate, a lump sum in an amount equal 
to the sum of 4 per centum of his or her compensation paid 
after December 31, 1936, and prior to January 1, 1947, 
and 7 per centum of his or her compensation after Decem- 
ber 31, P946 (exclusive in both cases of compensation in 
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excess of $300 through the calendar year 1951 and $400 
thereafter for any month), minus the sum of all benefits 
paid to him or her, and to others deriving from him or her, 
during his or her life, or to others by reason of his or her 
death, under this Act and, pursuant to subsection (k) of 
this section, under section 202 of the Social Security Act, as 
amended: Provided, however, That if the employee is sur- 
vived by a widew er widow, widower, or parent who may 
upon attaining age sixty-five be entitled to further benefits 
under this section, or pursuant to subsection (k) of this 
section, under section 202 of the Social Security Act, as 
amended, such lump sum shall not be paid unless such 

er widow, widower, or parent makes and files with 
the Board an irrevocable election, in such form as the 
Board may prescribe, to have such lump sum paid in lieu 
of all benefits to which such widew er widow, widower, or 
parent might otherwise become entitled under this section or, 
pursuant to subsection (k) of this section, under section 202 
of the Social Security Act, as amended, Such election shall 
be legally effective according to its terms. Nothing in this 
section shall operate to deprive a widew er widow, widower, 
or i making such election of any insurance benefits 
under section 202 of the Social Security Act, as amended 
to which such widew er widow, widower, or parent would 
have been entitled bad this section not been enacted. The 
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term ‘benefits’ as used in this paragraph includes all annui- 
ties payable under this Act, lump sums payable under para- 
graph (1) of this subsection; and insurance benefits and 
lump-sum payments under section 202 of the Social Security 
Act, as amended, pursuant to subsection (k) of this seetien- 
section, except that the deductions of the s paid pursuant 
to subsection (k) of this section, under section 202 of the 
Social Security Act, during the life of the employee to him 
or to her and to others deriving from him or her, shall be 
limited to such portion of such benefits as are payable solely 
by reason of the inclusion of service as an employee in 
‘employment’ pursuant to said subsection (k). 

“(g) Correlation of Payments.—(1) An_ individual, 
entitled on applying therefor to receive for a month before 
January 1, 1947, an insurance benefit under the Social 
Security Act on the basis of an employee’s wages, which 
benefit is greater in amount than would be an annuity 
for such individual under this section with respect to the 
death of such employee, shall not be entitled to such annuity. 
An individual, entitled on applying therefor to any annuity 
or lump sum under this section with respect to the death of 
an employee, shall not be entitled to a lump-sum death pay- 
ment or, for a month beginning on or after January 1, 1947, 
to any insurance benefits under the Social Security Act on the 
basis of the wages of the same employee. 
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be entitled only to that one of such annuities for a month 
which is equal to or exceeds any other such annuity. If an 
individual is entitled to an annuity for a month under this 
section and is entitled, or would be so entitled on proper ap- 
plication therefor, for such month to an insurance benefit 
under section 202 of the Social Security Act, the annuity 
of such individual for such month under this section shall be 
only in the amount by which it exceeds such insurance bene- 
. If an individual is entitled to an annuity for a month 
under this section and also to a retirement annuity, the an- 
nuity of such individual for a month under this section shall 


® 


ed rtebtecre tes -  Wheterer sel tetet 
less than $40; steh total shal prier te any deductions under 
: i; be inereased te $40- 

“(h) Maximum and Minimum Annuity Totals.— 
Whenever according to the provisions of this section the 
total of annuities payable for a month with respect to the 
death of an employee, after any adjustment pursuant to sub- 
section (g) (2) and after any deductions under subsection 
(i), is more than $40 and exceeds an amount equal to 2% 
times a survivor’s insurance annuity, such total of annuities 
shall, subject to the provisos in subsection (e) of section 3 
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and in subsections (a) and (b) of this section, be reduced 
proportionately to such amount or to $40, whichever is 
greater. Whenever according to the provisions of this sec- 
tion the total of annuities payable for a month with respect 
to the death of an employee is less than $20 such total shall, 
prior to any adjustment pursuant to subsection (g) (2) 
and prior to any deductions under subsection (i), be in- 
creased proportionately to $20. 

(i) Deductions from Annuities—(1) Deductions shall 
be made from any payments under this section to which an 
individual is entitled, until the total of such deductions equals 
such individual’s annuity or annuities under this section for 
any month in which such individual— 

““(i) will have rendered compensated service within 
or without the United States to an employer; 

{Gi} wil have rendered service for wages of net 
tess than $25: 

“(t) as under the age of seventy-five and will have 
earned more than $50 in ‘wages’ or will have been charged 
with more than $50 in ‘net earnings from self-employ- 
ment’; or 

“+Hib #f a ehild under ei¢hteen and ever sitteen years 
of age; wilt have friled to attend seheot regtlarly and the 
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annuity under subsection (b) will not have had in her 
care a child of the deceased employee entitled to receive 
an annuity under subsection (c); 

(2) The total of deductions for all events described in 
paragraph (1) occurring in the same month shall be limited 
to the amount of such individual’s annuity or annuities for 
that month. Such individual (or anyone in receipt of an 
annuity in his behalf) shall report to the Board the occur- 
rence of any event described in paragraph (1). 

**(3) Deductions shall also be made from any payments 
under this section with respect to the death of an employee 
until such deductions total— 

“(j) any death benefit, paid with respect to the 
death of such employee, under sections 5 of the Retire- 
ment Acts (other than a survivor annuity pursuant to 
an election) ; : 

“(ii) any lump sum paid, with respect to the death 
of such employee, under title II of the Social Security 
Act, or under section 203 of the Social Security Act in 
force prior to the date of the Social Security Act Amend- 
ments of 1939; 

(iii) any lump sum paid to such employee under 
section 204 of the Social Security Act in force prior to 
the date of the enactment of the Social Security Act 
Amendments of 1939, provided such lump sum will not 
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reviously have been deducted from any insurance bene- 
Rit paid under the Social Security Act; and 
“(iv) an amount equal to 1 per centum of any 
wages paid to such employee for services performed in 
1939, and subsequent to his attaining age sixty-five, with 
respect to which the taxes imposed by section 1400 of 
the Internal Revenue Code will not have been deducted 
by his emplo a from his wages or paid by such em- 
ployer, provided such amount will not previously have 
been deducted from any insurance benefit paid under 
the Social Security Act. 

(4) The deductions provided in this subsection shall be 
made in such amounts and at such time or times as the 
Board shall determine. Decreases or increases in the total of 
annuities payable for a month with respect to the death of an 
employee shall be equally apportioned among all annuities 
in such total. An annuity under this section which is not 
in excess of $5 may, in the discretion of the Board, be paid 
in a lump sum equal to its commuted value as the Board 
shall determine. 

“(j) When Annuities Begin and End.—No individual 
shall be entitled to receive an annuity under this section for 
any month before January 1, 1947. An application for 
any payment under this section shall be made and filed in 
such manner and form as the Board prescribes. An annuity 
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under this section for an individual otherwise entitled thereto 
shall begin with the month in which s#eh imdividtat filed 


#f he files stteh application prier te the end of the third month 
i i steh month: eligibility therefor was 
otherwise acquired, but not earlier than the first day of the 
sitth month before the month in which the application was 
filed. No application for an annuity under this section filed 
prior to three months before the first month for which the 
applicant becomes otherwise entitled to receive such annuity 
shall be accepted. No annuity shall be payable for the month 
in which the recipient thereof ceases to be qualified therefor. 

“(k) Provisions for Crediting Railroad Industry Serv- 
ice Under the Social Security Act in Certain Cases.—(1) 
For the purpose of determining (7) insurance benefits under 
title II of the Social Security Act to an employee who will 
have completed less than ten years of service and to others 
deriving from him or her during his or her life and with 
respect to his or her death, and lump-sum death payments 
with respect to the death of such employee, and (ii) insurance 
benefits with respect to the death of an employee who will have 
completed ten years of service which would begin to accrue 
on or after January 1, 1947, te @ pittettt: of SHE 
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ing ehild; and with respect to lump-sum death payments 


ing 
under such title payable in relation to a death of such an 


employee occurring on or after such date and for the purposes 
of section 208 of that Act, section 15 of the Railr Retire- 
ment Act of 1935, section 209 (6) (9) 210 +a} £10} of 
the Social Security Act, and section 17 of this Act shall 
not operate to exclude from ‘employment’, under title II of 
the Social Security Act, service which would otherwise be 
included in such ‘employment’ but for such sections. For 
such purpose, compensation paid in a calendar year shall, 
in the absence of evidence to the contrary, be presumed to 
have been paid in equal proportions with respect to all 
months in the year in which the employee will have been 
in services as an employee. In the application of the Social 
Security Act pursuant to this paragraph to service as an 
employee, all service as defined in section 1 (c) of this Act 
shall be deemed to have been performed within the United 
States. 

(2) Not later than January 1, 4960 1956, the Board 
and the Federal Security Administrator shal! make a special 
joint report to the President to be submitted to Congress 
setting forth the experience of the Board in crediting wages 
toward awards and in administering the proviso in section 
8 (e) of this Act, and the experience of the : : 
Beard Federal Security Administrator in crediting compen- 
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sation toward awards, and their recommendations for such 
legislative changes as are srebeiseble fot : + 
tribution of the finenciel burden ef sueh awards between the 

Feust Fund would be necessary to place the Federal 
Old Age and Survivors Insurance Trust Fund in the same 
position in which it would have been if service as an employee 
after December 31, 1936, had been included in the term 
‘employment’ as defined in the Social Security Act and in 
the Federal Insurance Contributions Act. 

(3) The Board and the Federal Security Administrator 
shall, upon request, supply each other with certified reports 
of records of compensation or wages and periods of service 
and of other records in their possession or which they may 
secure, pertinent to the administration of this section or 
title II of the Social Security Act as affected by paragraph 
(1). Such certified reports shall be conclusive in adjudica- 
tion as to the matters covered therein: Provided, That if the 
Board or the Federal Security Administrator receives evi- 
dence inconsistent with a certified report and the application 
involved is still in course of adjudication or otherwise open 
for such evidence, such recertification of such report shall 
be made as, in the judgment of the Board or the Federal 
Security Administrator, whichever made the original certi- 
fication, the evidence warrants. Such recertification and any 
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subsequent recertification shall be treated in the same manner 
and be subject to the same conditions as an original certifica- 


tion. 

“() Definitions—For the purposes of this section the 
term ‘employee’ includes an individual who will have been 
an ‘employee’, and— ; 

“(1) The qualifications for +widew; ‘eh’; ‘widow’, 
‘widower’, ‘child’, and ‘parent’ shall be, except for the 
purposes of subsection (f), those set forth in section 200 
+> and He 216 (c), (e) and (g), and section 262 
202 (h) (3) of the Social Security Act, respectively; and 
in addition— 

‘45 @ ‘widews shel heve been lvi with her 

employee at the time of his d : 

“(i) a ‘widow’ or ‘widower’ shall have been living 

with the employee at the time of the employee's death; 

a widower shall have received at least one-half of his 
support from his wife employee at the time of her death 
or he shall have received at least one-half of his support 
from his wife employee at the time her retirement an- 
nuity or pension began. For the purposes of subsections 
(b) and (i) (1) (ait) of this section, the term ‘widow’ 
shall include a woman who has been divorced from the 
employee if she (a) is the mother of his son or daughter, 
(zB) legally adopted his son or daughter while she was 
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married to him and while such son or daughter was under 
the age of eighteen, or (c) was married to him at the 
time both of them legally adopted a child under the age 
of eighteen; and if she received from the employee 
(pursuant to agreement or court order) at least one- 
half of her support at the time of the employee’s death, 
and the child in her care referred to in subsection (b) 
is the child described in clauses (a), (B), and (c) 
entitled to a survivor’s insurance annuity under sub- 
section (c) with respect to the death of such employee; 
“(ii) a ‘child’ shall have been dependent upon its 
parent employee at the time of his death; shall not be 
adopted after such death by other than a step parent, 
grand parent, aunt or uncle; shall be unmarried; and 
less than eighteen years of age; and 
“iii) a ‘parent’ shel have been whelly 
+per aad at the time of his death by shall have 
received at t one-half of his support from the em- 
ployee to whom the relationship of ‘parent’ is claimed+ 
srtred mbrttlh bree Beal preerot ot sated chepetredeteee tttted step peeemt 
within twe years after sueh date ef death; or within 
sit months efter danueary + 4947. 
A ‘widow’ or @ ‘ehit’ ‘widower’ shall be deemed to have 
been se living with @ husband or se +PeR & parent 
living with the employee if the conditions set forth in section 
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1 209 (#) oF seetion 262 (e) (3) or (4) 216 (hk) (2) or 


— 
SCOWONIDOS Wb 


(3), whichever is applicable, of the Social Security Act; se 
veh are fulfilled. A ‘child’ shall be deemed to have 
been dependent upon a parent if the conditions set forth in 
section 202 (d) (8), (4), or (5) of the Social Security 
Act are fulfilled (a partially insured mother being deemed 
currently insured). i determining for purposes of this 
section and subsection (g) of section 2 whether an applicant 
is the wife, husband, widow, eked; er parent widower, child 
or parent of an employee as claimed, the rules set forth in 
section 269 4 216 (h) (1) of the Social Security Act shall 
be applied; 
a The term ‘retirement annuity’ shall mean an 
annuity under section 2 awarded before or after its amend- 
ment but not including an annuity to a survivor pursuant to 
an election of a joint and survivor annuity; and the term 
‘pension’ shall mean a pension under section 6; 

“(3) The term ‘quarter of coverage’ shall mean a com- 
pensation quarter of coverage or a wage quarter of coverage, 
and the term ‘quarters of coverage’ shall mean compensation 
— of coverage, or wage quarters of coverage, or both: 

ovided, That there shall be for a single employee no more 
than four quarters of coverage for a single calendar year; 

(4) The term ‘compensation quarter of coverage’ shall 
mean any quarter of coverage computed with respect to 
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compensation paid to an employee after 1936 in accordance 
with the following table: 





Total compensation paid in the calendar year 





Months of serv- j 
ice in a calendar | } 
year Less than | $50 but less $100 but sass Bat | $200 or 
$50 than g100 | #ssthan | lessthan | “io 
than $150 $200 re 





| 
j 


| 


| 
} 
' 





If upon computation of the compensation quarters of coverage 
in accordance with the above table an employee is type to 
lack a completely or partially insured status which would 
have if compensation paid in @ calendar year were presumed 
to have been paid in equal proportions with respect to all 
months in the year in which the employee will have been 
in service as an employee, such presumption shall be made. 

“(5) The term ‘wage quarter of coverage’ shall mean 
any quarter of coverage determined in accordance with the 
provisions of title II of the Social Security Act; 

“(6) The term ‘wages’ shall mean wages as defined in 
section 209 + of the Social Security Act, and, tn addition 
(i) ‘self-employment income’ as defined in section 211 (b) 
of that Act and (ii) wages deemed to have been paid under 
section 217 (a) of that Act on account of military service 
which is not creditable under section 4 of this Act; 

“(7) An employee will have been ‘completely insured’ 
if it appears to the satisfaction of the Board that at the time 
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of his death, whether before or after the enactment of this 
section, he will have completed ten years of service and will 
have had the qualifications set forth in any one of the fol- 
lowing paragraphs: 

“(j) a current connection with the railroad indus- 
try; and @ number of quarters of coverage, not less than 
six, and at least equal to one-half of the number of 
quarters, _elapsing in the period after 1936, or after the 
quarter in which he will have attained the age of 
twenty-one, whichever is later, and up to but excluding 
the quarter in which he will have attained the age of 
sixty-five years or died, whichever will first have oc- 
curred (excluding from the elapsed quarters any quarter 
which is not a quarter of coverage and during any part 
of which a retirement annuity will have been payable to 
him); and if the number of such elapsed quarters is an 
odd number such number shall be reduced by one; or 

“(ji) a eurrent connection with the railroad indus- 
try; and forty or more quarters of coverage; or 

“(iii) a pension will have been payable to him; or 
a retirement annuity based on service of not less than ten 
years (as computed in awarding the annuity) will have 
begun to accrue to him before 1948; 

(8) An employee will have been ‘partially insured’ 
at the time of his death, whether before or after the enact- 
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ment of this section, if it appears to the satisfaction of the 
Board that @t the time of his death; whether before or after 
the enretment of this seetion he he will have completed ten 
years of service and will have had (i) a current connection 
with the railroad industry; and (ii) six or more quarters of 

teeteteetere 


coverage in the period beginning with the third 

year next preeeding the year in whieh he will have died end 
eee Atte He epttetete ett the qqttteeter tt whieh 
he wil have died ending wit the quarter in which he will 
have died or in which a retirement annuity will have begun 
to accrue to him and beginning with the third calendar year 
next preceding the year in which such event occurs; 

(9) An employee’s ‘average monthly remuneration’ 
shall mean the quotient obtained by dividing (A) the sum of 
(i) the compensation end weges paid to him after 1936 and 
before the uarter in which he will have died, eliminating 
Fre tt erlendne senr fret compenseter: any excess 
over $300 for any calendar month ém seh year; and from 
the sum ef weges and eompensetion any exeess over $4:004- 
by through 1951, and any excess over $400 for any 
calendar month after 1951, and (ii) if such compensa- 
tion for any calendar year is less than $3,600 and 
the average monthly remuneration computed on compen- 
sation alone is less than $300 and the employee has earned 
in such calendar years ‘wagts’ as defined in paragraph 
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(6) hereof, such , tn an amount not to exceed the 
difference between t compensation for such year and 
$3,600 by (B) three times the number of quarters elapsing 

after 1936 and before the quarter in which he will have 
died: Provided, That for the period prior to and including 
the calendar year in which he will have attained the age of 
twenty-two there shall be included in the divisor not more 
than three times the number of quarters of coverage in such 
period: Provided further, That there shall be excluded from 
the divisor any calendar quarter which is not a quarter of 
coverage and during any part of which a retirement annuity 
will have been payable to him: And provided further, That 
tf the exclusion from the divisor of all quarters after the first 
uarler in which the employee was completely insured and 
had attained the age of sixty-five and the exclusion from the 
dividend of all oe and wages with respect to such 
quarters would result in a higher average monthly remunera- 
tion, such quarters, compensation a wages shall be so 
excluded. 

“With respect to an employee who will have been 
awarded a retirement annuity, the term ‘compensation’ shall, 
for the purposes of this paragraph, mean the compensation on 
which such annuity will have been based; 

(10) The term basie amount ‘survivor's insurance 
annuity’ shall mean— 
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“(j) for an employee who will have been partially 
insured, or completely insured solely by virtue of para- 
graph (7) (i) or (7) (ii) or both: the sum of (A) 
40 per centum of his average monthly remuneration, 
up to and including $76 $100; plus (B) 10 per centum 
of such average monthly remuneration exceeding &756 
$100 and up to and including $260 $400 if wages are 
not included in the average monthly remuneration, or 
$300 if wages are oe plus (C) + per eentum of 
the sum ef t4> phis +B} multiplied by the number of 
years after 1036 in eneh of whieh the compensation; 
wees; or beth, peid te him wil have been equal to 
$200 er more $/ for each of his years of service after 
1936; if the basie amount survivor's insurance annuity, 
thus ‘computed, is less than $40 $20 it shall be increased 
to $40 $20; 

“(ii) for an employee who will have been com- 
pletely insured solely by virtue of paragraph 7 (iii): 
the sum of 40 per centum of his monthly compensation 
if an annuity will have been payable to him, or, if a 
sion will have been payable to him, 40 per centum of the 
average monthly earnings on which such pension was 
computed, up to and ineluding $76 $100, plus 10 per 
centum of such compensation or earnings exceeding $76 
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$100 and up to and including $260 $300. If the aver- 
age monthly earnings on which a pension payable to him 
was computed are not ascertainable from the records in 
the possession of the Board, +he amernt Hereer 

is stbdivision shal be $34-63 the survivor's insurance 
annuity shall be $35, except that if the pension payable 
to him was less than $26; steh ametnt $35, the sur- 
vivor’s insurance annuity shall be feurthirds ef the 
amount of the pension or $4+%-38 $15, whichever is 
greater. The term ‘monthly compensation’ shall, for the 
purposes of this subdivision, mean the monthly compen- 
sation used in computing the annuity; 

“(ii) for an employee who will have been com- 
pletely insured under paragraph (7) (iii) and either 
(7) (i) or (7) (ii): the higher of the two amounts 
computed in accordance with subdivisions (i) and (ii). 

* * . * * * 


“SOCIAL SECURITY ACT 


“Sec. 17. The term ‘employment,’ as defined in s#b- 
seetion +b} of section 210 of title II of the Social Security 
Act, shall not include service performed by an individual as 
an employee as defined in section 1 (b). 

* * * * * 
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RAILROAD RETIREMENT TAX ACT! 


SEC. 1500. RATE OF TAX. 

In addition to other taxes, there shall be levied, col- 
lected, and paid upon the income of every employee a tax 
equal to the following percentages of so much of the com- 
pensation, paid to such employee after December 31, 1946, 
for services rendered by him after such date, as is not in 
excess of $800 $400 for any calendar month: 

1. With respect to compensation paid during the 
calendar years 1947 and 1948, the rate shall be 5% 
percent; 

2. With respect to compensation paid during the 
calendar years 1949, 1950, and 1951, the rate shall be 
6 percent; 

3. With respect to compensation paid after Decem- 
ber 31, 1951, the rate shall be 6% percent. 

SEC. 1501. DEDUCTION OF TAX FROM COMPENSATION. 

(a) ReQuIREMENT.—The tax imposed by section 1500 
shall be collected by the employer of the taxpayer by de- 
ducting the amount of the tax from the compensation of 
the employee as and when paid. If an employee is paid 
compensation after December 31, 1946, by more than one 
employer for services rendered during any calendar month 


after 1946 and the aggregate of such compensation is in 


1 The amendments which the bill proposes to the Railroad Retirement Tax Act 
would apply only with respect to compensation paid after December 31, 1951. 


85691—_51——-3 


27 





bo 
(96) 


CONOorhwnde 








RAILROAD RETIREMENT AMENDMENTS 


(Page 53) 


excess of $800 $400, the tax to be deducted by each em- 
ex de other than a subordinate unit of a national railway- 
bor-organization employer from the compensation paid by 
him to the employee with respect to such month shall be that 
roportion of the tax with respect to such compensation paid 
- all such employers which the compensation paid by him 
ter December 31, 1946, to the employee for services ren- 
dered during such month bears to the total compensation 
paid by all such employers after December 31, 1946, to 
such employee for services rendered during such month; 
and in the event that the compensation so paid by such 
employers to the employee for services rendered during such 
month is less than $400, each subordinate unit of a na- 
tional railway-labor-organization employer shall deduct such 
“tg. gi of any additional tax as the compensation paid 
y such employer after December 31, 1946, to such employee 
for services rendered during such month bears to the total 
compensation paid by all such employers after December 31, 
1946, to such employee for services rendered during such 
month. 
* * * *~ ~ 


SEC. 1510. RATE OF TAX. 


In addition to other taxes, there shall be levied, col- 
lected, and paid upon the income of each employee repre- 
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sentative a tax equal to the following percentages of so much 
of the compensation paid to such employee representative 
after December 31, 1946, for services rendered by him after 
such —_ as is not in excess of $600 $400 for any calendar 
month: 

1. With respect to compensation paid during the 
calendar years 1947 and 1948, the rate shall be 11% per 
centum; 

2. With respect to compensation paid during the 
calendar years 1949, 1950, and 1951, the rate shall be 
12 per centum; 

3. With respect to compensation paid after Decem- 
ber 31, 1951, the rate shall be 12% per centum. 

+ x * o* ~~ 


SEC. 1520. RATE OF TAX. 


In addition to other taxes, every employer shall pay an 
excise tax, with respect to having individuals in his employ, 
equal to the following percentages of so much of the com- 
pensation, paid by such employer after December 31, 1946, 
for services rendered to him after December 31, 1936, as 
is, with respect to any employee for any calendar month, 
not in excess of $800 $400: Provided, however, That if an 
employee is paid compensation after December 31, 1946, 
by more than one employer for services rendered during any 
calendar month after 1936, the tax imposed by this section 
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shall apply to not more than $400 $400 of the aggregate 
compensation paid to such employee by all such employers 
after December 31, 1946, for services rendered during such 
month, and each employer other than a subordinate unit of 
a national railway-labor-organization employer shall be liable 
for that proportion of the tax with respect to such com- 
pensation paid by all such employers which the compensa- 
tion paid by him after December 31, 1946, to the employee 
for services rendered during such month bears to the total com- 
pensation paid by all such employers after December 31, 1946, 
to such employee for services rendered during such month; 
and in the event that the compensation so paid by such 
employers to the employee for services rendered during such 
month is less than $800 $400, each subordinate unit of a 
national railway-labor-organization emplover shall be liable 
for such proportion of any additional tax as the compensa- 
tion paid by such employer after December 31, 1946, to 
such employee for services rendered during such month 
bears to the total compensation paid by all such employers 
after December 31, 1946, to such employee for services 
rendered during such month: 

1. With respect to compensation paid during the 
calendar years 1947 and 1948, the rate shall be 5% 
percent: 

2. With respect to compensation paid during the 
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calendar vears 1949, 1950, and 1951, the rate shall 


be 6 percent; 
3. With respect to compensation paid after Decem- 


ber 31, 1951, the rate shall be 6% percent. 





RAILROAD RETIREMENT AMENDMENTS 


COMPARATIVE PRINT 


(H. R. 3755) 


Showing the changes which H. R. 3755, introduced April 18, 1951, 
proposes to make in the Railroad Retirement Act of 1937, as 
—e and in the Railroad Unemployment Insurance Act, as 
amended. 








In this print— 
Roman type represents present law in which no change is proposed by H. R. 3755. 
Line type represents present law proposed to be stricken out by H. R 3755. 
Italic type represents matter in H. R. 3755 not contained in present law. 





RAILROAD RETIREMENT ACT OF 1937, AS 
AMENDED 


* * * * * 
“DEFINITIONS 


“Section 1. For the purposes of this Act— 

“(a) The term ‘employer’ means any carrier (as de- 
fined in subsection (m) of this section), and any company 
which is directly or indirectly owned or controlled by one 
or more such carriers or under common control therewith 
and which operates any equipment or facility or performs 
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any service (except trucking service, casual service, and 
the casual operation of equipment or facilities) in con- 
nection with the transportation of passengers or property by 
railroad, or the receipt, delivery, elevation, transfer in transit, 
refrigeration or icing, storage, or handling of property trans- 
ported by railroad, and any receiver, trustee, or other in- 
dividual or body, judicial or otherwise, when in the posses- 
sion of the property or operating all or any part of the 
business of any such employer: Provided, however, That 
10 the term ‘employer’ shall not include any street, interurban, 
11 or suburban electric railway, unless such railway is operat- q 
12 ing as a part of a general steam-railroad system of trans- 
13 portation, but shall not exclude any part of the general # 
14 steam-railroad system of transportation now or hereafter 
15 operated by any other motive power. The Interstate Com- 
16 merce Commission is hereby authorized and directed upon 
17 request of the Board, or upon complaint of any party in- 
18 terested, to determine after hearing whether any line op- 
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performance of services in connection with or incidental to 
railroad transportation; and railway labor organizations, 
national in scope, which have been or may be organized in 
accordance with the provisions of the Railway Labor Act, 
as amended, and their State and National legislative com- 
mittees and their general committees and their insurance 
departments and their local lodges and divisions, established 
pursuant to the constitution and bylaws of such opganiza- 
tions. The term ‘employer’ shall not include any company 
by reason of its being engaged in the mining of coal, the 
supplying of coal to an employer where delivery is not 
beyond the mine tipple, and the operation of equipment or 
facilities therefor, or in any of such activities. 

““(b) The term ‘employee’ means (1) any individual 
in the service of one or more employers for compensation, 
(2) any individual who is in the employment relation to 
one or more employers, and (3) an employee representative. 
The term ‘employee’ shall include an employee of a local 
lodge or division defined as an employer in subsection (a) 
only if he was in the service of or in the employment rela- 
tion to a carrier on or after the enactment date. The term 
‘employee representative’ means any officer or official repre- 
sentative of a railway labor organization other than a labor 
organization included in the term ‘employer’ as defined in 
section 1 (a) who before or after the enactment date was in 
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the service of an employer as defined in section 1 (a) and 
who is duly authorized and designated to represent em- 
ployees in accordance with the Railway Labor Act, as 
amended, and any individual who is regularly assigned to 
or regularly employed by such officer or official representative 
in connection with the duties of his office. 

“The term ‘employee’ shall not include any individual 
while such individual is engaged in the physical operations 
consisting of the mining of coal, the preparation of coal, the 
handling (other than movement by rail with standard rail- 
road locomotives) of coal not beyond the mine tipple, or the 
loading of coal at the tipple. 

“(c) An individual is in the service of an employer 
whether his service is rendered within or without the United 
States if (i) he is subject to the continuing authority of the 
employer to supervise and direct the manner of rendition of 
his service, or he is rendering professional or technical serv- 
ices and is integrated into the staff of the employer, or he is 
rendering, on the property used in the employer’s opera- 
tions, other personal services the rendition of which is in- 
tegrated into the employer’s operations, and (ii) he renders 
such service for compensation, or a method of computing the 
monthly compensation for such service is provided in section 
3 (c): Provided, however, That an individual shall be 
deemed to be in the service of an employer, other than a local 
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lodge or division or a general committee of a railway-labor- 
organization employer, not conducting the principal part of its 
business in the United States only when he is rendering 
service to it in the United States; and an individual shall be 
deemed to be in the service of such a local lodge or division 
only if (1) all, or substantially all, the individuals constitut- 
ing its membership are employees of an ome nat $4 conducting 
the — part.of its business in the United States; or (2) 
the headquarters of such local lodge or division is located in 
the United States; and an individual shall be deemed to be in 
the service of such a general committee only if (1) he is 
representing a local lodge or division described in clauses (1) 
or (2) immediately above; or (2) all, or substantially 
all, the individuals represented by it are employees of an 
employer conducting the principal part of its business in the 
United States; or (3) he acts in the capacity of a general 
chairman or an assistant general chairman of a general com- 
mittee which represents individuals rendering service in the 
United States to an employer, but in such case if his office or 
headquarters is not located in the United States and the in- 
dividuals represented by such general committee are em- 
ployees of an employer not conducting the principal part of 
its business in the United States, only such proportion of 
the remuneration for such service shall be regarded as com- 
pensation as the proportion which the mileage in the United 
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States under the jurisdiction of such general committee bears 
to the total mileage under its jurisdiction, unless such mileage 
formula is inapplicable, in which case the Board may pre- 
scribe such other formula as it finds to be equitable, and if 
the application of such mileage formula, or such other for- 
mula as the Board may prescribe, would result in the com- 
pensation of the individual being less than 10 per centum of 
his remuneration for such service no part of such remunera- 
tion shall be regarded as compensation: Provided further, 
That an individual not a citizen or resident of the United 
States shall not be deemed to be in the service of an em- 
ployer when rendering service outside the United States to 
an employer who is required under the laws applicable in the 
place where the service is rendered to employ therein, in 
whole or in part, citizens or residents thereof; and the laws 
applicable on August 29, 1935, in the place where the service 
is rendered shall be deemed to have been applicable there at 
all times prior to that date. 

“‘(d) An individual shall be deemed to have been in the 
employment relation to an employer on the enactment date 
if (i) he was on that date on leave of absence from his 
employment, expressly granted to him by the employer by 
whom he was employed, or by a duly authorized representa- 
tive of such employer, and the grant of such leave of absence 
will have been established to the satisfaction of the Board 
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before July 1947; or (ii) he was in the service of an 
employer after the enactment date and before January 1946 
in oa of six calendar months, whether or not consecutive; 
or (iii) before the enactment date he did not retire and was 
not retired or discharged from the service of the last employer 
by whom he was employed or its corporate or operating 
successor, but (A) solely by reason of his physical or 
mental disability he ceased before the enactment date to 
be in the service of such employer and thereafter remained 
continuously disabled until he attained age sixty-five or until 
August 1945 or (B) solely for such last stated reason an 
employer by whom he was employed before the enactment 
date or an employer who is its successor did not on or after 
the enactment date and before August 1945 call him to 
return to service, or (C) if he was so called he was solely 
for such reason unable to render service in six calendar 
months as provided in clause (ii); or (iv) he was on the 
enactment date absent from the service of an employer by 
reason of a discharge which, within one year after the 
effective date thereof, was protested, to an appropriate labor 
representative or to the employer, as wrongful, and which 
was followed within ten years of the effective date thereof 
by his reinstatement in good faith to his former service with 
all his seniority rights: Provided, That an individual shall 
not be deemed to have been on the enactment date in the 
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employment relation to an employer if before that date he 
was granted a pension or gratuity on the basis of which a 
pension was awarded to him pursuant to section 6, or if 
during the last pay-roll period before the enactment date in 
which he rendered service to an employer he was not in the 
service of an employer, in accordance with subsection (c), 
with respect to any service in such pay-roll period, or if he 
could have been in the employment relation to an employer 
only by reason of his having been, either before or after 
the enactment date in the service of a local lodge or division 
defined as an employer in section 1 (a). 

“(e) The term ‘United States’, when used in a geo- 
graphical sense, means the States, Alaska, Hawaii, and the 
District of Columbia. 

“(f) The term ‘years of service’ shall mean the number 
of years an individual as an employee shall have rendered 
service to one or more employers for compensation or re- 
ceived remuneration for time lost, and shall be computed in 
accordance with the provisions of section 3 (b): Provided, 
however, That where service prior to the enactment date 
may be included in the computation of years of service as 
provided in subdivision (1) of section 3 (b), it may be 
included as to service rendered to a person which was on the 
enactment date an employer, irrespective of whether, at the 
time such service was rendered, such person was an em- 
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ployer; and it may also be included as to service rendered to 
any express company, sleeping-car company, or carrier by 
railro which was a predecessor of a company which, on 
the enactment date, was a carrier as defined in subsection 
(m), irrespective of whether, at the time such service was 
rendered to such predecessor, it was an employer; it may 
also be included as to service rendered to a person not an 
employer in the performance of operations involving the use 
of standard railroad equipment if such operations were per- 
formed by an employer on the enactment date. Twelve 
calendar months, consecutive or otherwise, in each of which 
an employee has rendered such service or received such 
wages for time lost, shall constitute a year of service. Ulti- 
mate fractions shall be taken at their actual value, except 
that if the individual will have had not less than fifty-four 
months of service, an ultimate fraction of six months or more 
shall be taken as one year. 

‘‘(g) The term ‘annuity’ means a monthly sum which is 
payable on the Ist day of each calendar month for the accrual 
during the preceding calendar month. 

“(h) The term ‘compensation’ means any form of money 
remuneration paid to an individual for services rendered as 
an employee to-one or more employers, or as an employee 
representative, including remuneration paid for time lost 
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as an employee, but remuneration paid for time lost shall 
be deemed earned in the month in which such time is lost. 
Such term does not include tips, or the voluntary payment 
by an employer, without deduction from the remuneration 
of the employee, of any tax now or hereafter imposed with 
respect to the compensation of such employee. For the pur- 
pose of determining monthly compensation and years of 
service and for the purposes of subsections (a), (c), and 
(d) of section 2 and subsection (a) of section 5 of this Act, 
compensation earned in the service of a local lodge or division 
of a railway-labor-organization employer shall be disregarded 
with respect to any calendar month if the amount thereof is 
less than $3 and (1) such compensation is earned between 
December 31, 1936, and April 1, 1940, and taxes thereon 
pursuant to section 2 (a) and 3 (a) of the Carriers Taxing 
Act of 1937 or sections 1500 and 1520 of the Internal Reve- 
nue Code are not paid prior to July 1, 1940 or (2) such 
compensation is earned after March 31, 1940. A payment 
made by an employer to an individual through the em- 
ployer’s pay roll shall be presumed, in the absence of evidence 
to the contrary, to be compensation for service rendered by 
such individual as an employee of the employer in the period 
with respect to which the payment is made. An employee 
shall be deemed to be paid, ‘for time lost’ the amount he is 
paid by an employer with respect to an indentifiable period 
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of absence from the active service of the employer, including 
absence on account of personal injury, and the amount he 
is paid by the employer for loss of earnings resulting from 
his displacement to a less remunerative position or occupa- 
tion. If a payment is made by an employer with respect 
to a personal injury and includes pay for time lost, the total 
payment shall be deemed to be paid for time lost unless, at 
the time of payment, a part of such payment is specifically 
apportioned to factors other than time lost, in which event 
only such part of the payment as is not so apportioned shall 
be deemed to be paid for time lost. Compensation earned in 
any calendar month before 1947 shall be deemed paid in such 
month regardless of whether or when payment will have 
been in fact made, and compensation earned in any calendar 
year after 1946 but paid after the end of such calendar year 
shall be deemed to be compensation paid in the calendar year 
in which it will have been earned if it is so reported by the 
employer before February 1 of the next succeeding calendar 
year or, if the employee establishes, subject to the provisions 
of section 8, the i? during which such compensation will 
have been earned. In determining the monthly compensa- 
tion, the average monthly remuneration, and quarters of 
coverage of any employee, there shall be attributable as 
compensation paid to him in each calendar month in which 
he is in military service creditable under section 4 the 
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amount of $160 in addition to the compensation, if any, 
paid to him with respect to such month. 

“(j) The term ‘Board’ means the Railroad Retirement 
Board. 

“(j) The term ‘enactment date’ means the 29th of 
August 1935. 

“(k) The term ‘company’ includes corporations, asso- 
ciations, and joint-stock companies. 

“(1) The term ‘employee’ includes an officer of an 
employer. 

“(m) The term ‘carrier’ means an express company, 
sleeping-car company, or carrier by railroad, subject to part 
I of the Interstate Commerce Act. 

“(n) The term ‘person’ means an individual, a part- 
nership, an association, a joint-stock company, or a corpora- 
tion. 

“‘(o) An individual shall be deemed to have ‘a current 
connection with the railroad industry’ at the time an annuity 
begins to accrue to him and at death if, in any thirty consec- 
utive calendar months before the month in which an annuity 


under section 2 begins to accrue to him (or the month in 
which he dies if that first occurs), he will have been in 
service as an employee in not less than twelve calendar 
months and, if such thirty calendar months do not immedi- 
ately precede such month, he will not have been engaged in 
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any regular employment other than employment for an 
employer in the period before such month and after the end 
of such thirty months. For the purposes of section 5 only, 
an individual shall be deemed also to have a ‘current con- 
nection with the railroad industry’ if he is in all other respects 
completely insured but would not be fully insured under the 
Social Security Act, or if he is in all other respects partially 
insured but would be neither fully nor currently insured 
under the Social Security Act, or if he has no wage quarters 
of coverage. 

“(p) The terms ‘quarter’ and ‘calendar quarter’ shall 
mean a period of three calendar months ending on March 31, 
June 30, September 30, or December 31. 


* * * * * * * 


“COMPUTATION OF ANNUITIES 


“Sec. 3. (a) The annuity shall be computed by multi- 
plying an individual’s ‘years of service’ by the following 
percentages of his ‘monthly compensation’: 240 3 per 
centum of the first $50; +80 2.25 per centum of the next 
$100; and +26 1.50 per centum of the next $150. 

“(b) The ‘years of service’ of an individual shall be 
determined as follows: 

(1) In the case of an individual who was an employee 
on the enactment date, the years of service shall include all 
his service subsequent to December 31, 1936, and if the total 
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number of such years is less than thirty, then the vears of 
service shall also include his service prior to January 1, 1937, 
but not so as to make his total years of service exceed thirty: 
Provided, however, That with respect to any such individual 
who rendered service to any employer after January 1, 1937, 
and who on the enactment date was not an employee of an 
employer conducting the principal part of his business in the 
United States no greater proportion of his service rendered 
prior to January 1, 1937, shall be included in his ‘years of 
service’ than the proportion which his total compensation 
(including compensation in any month in excess of $300) 
for service after January 1, 1937, rendered ‘anywhere to 
an employer conducting the principal part of its business in 
the United States or rendered in the United States to any 
other employer bears to his total compensation (including 
compensation in any month in excess of $300) for service 
rendered anywhere to an employer after January 1, 1937. 

(2) In all other cases, the years of service shall in- 
clude only the service subsequent to December 31, 1936. 

(3) Where the years of service include only part of 
the service prior to January 1, 1937, the part included shall 
be taken in reverse order beginning with the last calendar 
month of such service. 

(4) In no case shall the years of service include any 
service rendered after June 30, 1937, and after the end of 
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the calendar year in which the individual attains the age 


of sixty-five. 
“MONTHLY COMPENSATION 


“(c) The ‘monthly compensation’ shall be the average 
compensation paid to an employee with respect to calendar 
months included in his ‘years of service’, except (1) that 
with respect to service prior to January 1, 1937, the monthly 
compensation shall be the average compensation paid to an 
employee with respect to calendar months included in his 
years of service in the years 1924-1931, and (2) the 
amount of compensation paid or attributable as paid to him 
with respect to each month of service before September 1941 
as a station employee whose duties consisted of or included 
the carrying of passengers’ hand baggage and otherwise 
assisting passengers at passenger stations and whose re- 
muneration for service to the employer was, in whole or 
in substantial part, in the forms of tips, shall be the monthly 
average of the compensation paid to him as a station em- 
ployee in his months of service in the period September 
1940-August 1941: Provided, however, That where service 
in the period 1924-1931 in the one case, or in the period 
September 1940—-August 1941 in the other case, is, in the 
judgment of the Board, insufficient to constitute a fair and 
equitable basis for determining the amount of compensation 
paid or attributable as paid to him in each month of service 
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before 1937, or September 1941, respectively, the Board 

shall determine the amount of such compensation for each 

such month in such manner as in its judgment shall be fair 

and equitable. In computing the monthly compensation, no 

oe of any month’s compensation in excess of $300 shall 
recognized. 

““(d) The annuity of an individual who shall have been 
an employee representative shall be determined in the same 
manner and with the same effect as if the employee organ- 
ization by which he shall have been employed were an 
emplover. 

“(e) In the case of an individual having a current con- 
nection with the railroad industry and not less than five 
years of service, the minimum annuity payable shall, before 
any reduction pursuant to subsection 2 (a) (3), be which- 
ever of the following is the least: (1) $460 $4.50 multi- 
plied by the number of his years of service; or (2) 860 $75; 
or (3) his monthly compensation. 

“(f) Annuity payments which will have become due 
an individual but will not yet have been paid at death shall 
be paid to the same individual or individuals who, in the 
event that a lump sum will have become payable pursuant 
to section 5 hereof upon such death, would be entitled to 
receive such lump sum, in the same manner as, and subject 
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to the same limitations under which, such lump sum would 
be paid, except that, as determined by the Board, first, 
brothers and sisters of the deceased, and if there are none 
such, then grandchildren of the deceased, if living on the 
date of the determination, shall be entitled to receive pay- 
ment prior to any payment being made for reimbursement 
of burial expenses. If there be no individual to whom pay- 
ment can thus be made, such annuity payments shall escheat 
to the credit of the Railroad Retirement Account. 

“*(g) No annuity shall acerue with respect to the calen- 
dar month in which an annuitant dies. 

‘‘(h) After an annuity has begun to accrue, it shall not 
be subject to recomputation on account of service rendered 
thereafter to an employer, except as provided in subdivision 
3 of section 2 (a). 

(i) If an annuity is less than $2.50, it may, in the discre- 
tion of the Board, be paid quarterly or in a lump sum equal 
to its commuted value as determined by the Board. 


* * * * * 
““ANNUITIES AND LUMP SUMS FOR SURVIVORS 


“Sec. 5. (a) Widow’s Insurance Annuity—A widow 
of a completely insured employee, who will have attained 
the age of sixty-five, shall be entitled during the remainder 
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of her life or, if she remarries, then until remarriage to an 
annuity for each month equal to three-fourths of such em- 
ployee’s basic amount. 

‘“(b) Widow’s Current Insurance Annuity.—A widow 
of a completely or partially insured employee, who is not 
entitled to an annuity under subsection (a) and who at the 
time of filing an application for an annuity under this sub- 
section will have in her care a child of such employee en- 
titled to receive an annuity under subsection (o) shall be 
entitled to an annuity for each month equal to three-fourths 
of the employee’s basic amount. Such annuity shall cease 
upon her death, upon her remarriage, when she becomes 
entitled to an annuity under subsection (a), or when no 
child of the deceased employee is entitled to receive an 
annuity under subsection (¢), whichever occurs first. 

“*(e) Child’s Insurance Annuity.—Every child of an 
employee who will have died completely or partially insured 
shall be entitled, for so long as such child lives and meets the 
qualifications set forth in paragraph (1) of subsection (I), 
to an annuity for each month equal to one-half of the em- 
ployee’s basic amount. 

“(d) Parent’s Insurance Annuity.—Each parent, sixty- 
five years of age or over, of a completely insured employee, 
who will have died leaving no widow and no child, shall 
be entitled, for life, or if such parent remarries after the 
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employee’s death, then until such remarriage, to an annuity 
for each month equal to one-half of the employee’s basic 
amount. 

““(e) When there is more than one employee with re- 
spect to whose death a parent or child is entitled to an an- 
nuity for a month, such annuity shall be one-half of whichever 
employee’s basic amount is greatest. 

“(f) Lump-Sum Payment.—(1) Upon the death, on 
or after January 1, 1947, of a completely or partially in- 
sured employee who will have died leaving no widow, child, 
or parent who would on proper application therefor be en- 
titled to receive an annuity under this section for the month in 
which such death occurred, there shall be paid a lump sum of 
eight times the employee’s basic amount to the following per- 
son (or if more than one there shall be distributed among 
them) whose relationship to the deceased employee will have 
been determined by the Board, and who will have been 
living on the date of such determination: to the widow or 
widower of the deceased; or, if no such widow or widower 
be then living, to any child or children of the deceased and 
to any other person or persons who, under the intestacy 
law of the State where the deceased will have been domiciled, 
will have been entitled to share as distributees with such 
children of the deceased, in such proportions as is provided 
by such law; or, if no widow or widower and no such 
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child and no such other person be then living, to the parent 
or parents of the deceased, in equal shares. A person who 
is entitled to share as distributee with an above-named rela- 
tive of the deceased shall not be precluded from receiving 
a payment under this paragraph by reason of the fact that 
no such named relative will have survived the deceased or 
of the fact that no such named relative of the deceased will 
have been living on the date of such determination. If 
none of the persons described in this paragraph be living 
on the date of such determination, such amount shall be paid 
to any person or persons, equitably entitled thereto, to the 
extent and in the proportions that he or they shall have 
paid the expenses of burial of the deceased. If a lump sum 
would be payable to a widow, child, or parent under this 
paragraph except for the fact that a survivor will have been 
entitled to receive an annuity for the month in which the 
employee will have died, but within one year after the 
employee’s death there will not have accrued to survivors 
of the employee, by reason of his death annuities which, after 
all deductions pursuant to paragraph (1) of subsection (i) 
will have been made, are equal to such lump sum, a payment 
to any then surviving widow, children, or parents shall never- 
theless be made under this paragraph equal to the amount by 
which such lump sum exceeds such annuities so accrued after 
such deductions. No payment shall be made to any person 
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under this paragraph, unless application therefor shall have 
been filed, by or on behalf of any such person (whether 
or not legally competent), prior to the expiration of two 
years after the date of death of the deceased employee, 
except that if the deceased employee is a person to whom 
section 2 of the Act of March 7, 1942 (56 Stat. 143, 144), 
is applicable such two years shall run from the date on which 
the deceased employee, pursuant to said Act, is determined 
to be dead, and for all other purposes of this section such 
employee, so long as it does not appear that he is in fact 
alive, shall be deemed to have died on the date determined 
—— to said Act to be the date or presumptive date of 
eath, 

““(2) Whenever it shall appear, with respect to the 
death of an employee on or after January 1, 1947, that no 
benefits, or no further benefits, other than benefits payable 
to a widow or parent upon attaining age sixty-five at a 
future date, will be payable under this section or, pursuant 
to subsection (k) of this section, under section 202 of the 
Social Security Act, as amended, there shall be paid to such 
person or persons as the deceased employee may have desig- 
nated by a writing filed with the Board prior to his death, or 
if there be no designation, to the person or persons in the 
order provided in paragraph (1) of this subsection or, in the 
absence of such person or persons, to his estate, a lump sum in 
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an amount equal to the sum of 4 per centum of his compen- 
sation paid after December 31, 1936, and prior to January 
1, 1947, and 7 per centum of his compensation after Decem- 


ber 31, 1946 (exclusive in both cases of compensation in 
excess of $300 for any month), minus the sum of all benefits 
paid to him, or to others by reason of his death, under this 
Act and, pursuant to subsection (k) of this sestion, under 
section 202 of the Social Security Act, as amended: Pro- 
vided, however, That if the employee is survived by a widow 
or parent who may upon attaining age sixty-five be entitled 
to further benefits under this section, or pursuant to sub- 
section (k) of this section, under section 202 of the Social 
Security Act, as amended, such lump sum shall not be paid 
unless such widow or parent makes and files with the Board 
an irrevocable election, in such form as the Board may pre- 
scribe, to have such lump sum paid in lieu of all benefits to 
which such widow or parent might otherwise become entitled 
under this section or, pursuant to subsection (k) of this 
section, under section 202 of the Social Security Act, as 
amended. Such election shall be legally effective according 
to its terms. Nothing in this section shall operate to deprive 
a widow or parent making such election of any insurance 
benefits under section 202 of the Social Security Act, as 
amended, to which such widow or parent would have been 
entitled had this section not been enacted. The term ‘bene- 
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fits’ as used in this paragraph includes all annuities payable 
under this Act, lump sums payable under paragraph (1) 
of this subsection, and insurance benefits and lump-sum pay- 
ments under section 202 of the Social Security Act, as 
amended, pursuant to subsection (k) of this section. 

“*(g) Correlation of Payments.—(1) An _ individual, 
entitled on applying therefor to receive for a month before 
January 1, 1947, an insurance benefit under the Social 
Security Act on the basis of an employee’s wages, which 
benefit is greater in amount than would be an annuity 
for such individual under this section with respect to the 
death of such employee, shall not be entitled to such annuity. 
An individual, entitled on applying therefor to any annuity 
or lump sum under this section with respect to the death of 
an employee, shall not be entitled to a lump-sum death pay- 
ment or, for a month beginning on or after January 1, 1947, 
to any insurance benefits under the Social Security Act on the 
basis of the wages of the same employee. 

(2) A widow or child, otherwise entitled to an annuity 
under this section, shall be entitled only to that part of such 
annuity for a month which exceeds the total of any retirement 
annuity, and insurance benefit under the Social Security Act 
to which such widow or child would be entitled for such 
month on proper application therefor. A parent, otherwise 
entitled to an annuity under this section, shall be entitled 
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only to that part of such annuity for a month which exceeds 
the total of any other annuity under this section, retirement 
annuity, and insurance benefit under the Social Security Act 
to which such parent would be entitled for such month on 
proper ap lication therefor. 

“(h) Maximum and Minimum Annuity’  Totals.— 
Whenever according to the provisions of this section as to 
annuities, payable for a month with respect to the death of 
an employee, the total of annuities is more than $20 $25 
and exceeds either (a) #420 $150, or (b) an amount 
equal to ¢wiee two and one-half times such emplovee’s basic 
amount, er with respeet te employees other than these 
whe will have been eompletely insured selely by virtte of 


average HHH EER 
tien; whichever of such amounts is least, such total of an- 
nuities shall, prior to any deductions under subsection (i), 
be reduced to such least amount or to $20 $25, whichever 
is greater. Whenever such total of annuities is less than $40 
$15, — total shall, prior to any deductions under subsec- 
tion (i), be increased to $40 $165. 
(i) Deductions from Annuities.—(1) Deductions shall 
be made from any payments under this section to which an 
individual is entitled, until the total of such deductions equals 
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1 such individual’s annuity or annuities under this section for 
2 any month in which such individual— 

(i) will have rendered compensated service within 
or without the United States to an employer; 

“(ii) will have rendered service for wages ef set 
tess than $256 in excess of $50; 

“dii) if a child under eighteen and over sixteen 
years of age, will have failed to attend school regularly 
and the Board finds that attendance will have been 
feasible; or 

“(iv) if a widow otherwise entitled to an annuity 
under subsection (b) will not have had in her care a 
child of the deceased employee entitled to receive an 
annuity under subsection (c) ; 

(2) The total of deductions for all events described in 
paragraph (1) occurring in the same month shall be limited 
to the amount of such individual’s annuity or annuities for 
that month. Such individual (or anyone in receipt of an 
annuity in his behalf) shall report to the Board the occur- 
rence of any event described in paragraph (1). 

(3) Deductions shall also be made from any payments 
under this section with respect to the death of an employee 
until such deductions total— 
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(i) any death benefit, paid with respect to the 
death of such employee, under sections 5 of the Retire- 
ment Acts (other than a survivor annuity pursuant to 
an election) ; 

“(ii) any lump sum paid, with respect to the death 
of such employee, under title II of the Social Security 
Act, or under section 203 of the Social Security Act in 
force prior to the date of the Social Security Act Amend- 
ments of 1939; 

“(iii) any lump sum paid to such employee under 
section 204 of the Social Security Act in force prior to 
the date of the enactment of the Social Security Act 
Amendments of 1939, provided such lump sum will not 
previously have been deducted from any insurance bene- 
fit paid under the Social Security Act; and 

“(iv) an amount equal to 1 per centum of any 
wages paid to such employee for services performed in 
1939, and subsequent to his attaining age sixty-five, with 
respect to which the taxes imposed by section 1400 of 
the Internal Revenue Code will not have been deducted 
by his employer from his wages or paid by such em- 
ployer, provided such amount will not previously have 
been deducted from any insurance benefit paid under 
the Social Security Act. 

(4) The deductions provided in this subsection shall be 
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made in such amounts and at such time or times as the 
Board shall determine. Decreases or increases in the total of 
annuities payable for a month with respect to the death of an 
employee shall be equally apportioned among all annuities 
in such total. An annuity under this section which is not 
in excess of $5 may, in the discretion of the Board, be paid 
in a lump sum equal to its commuted value as the Board 
shall determine. 

“(j) When Annuities Begin and End.—No individual 
shall be entitled to receive an annuity under this section for 
any month before January 1, 1947. An application for 
any payment under this section shall be made and filed in 
such manner and form as the Board prescribes. An annuity 
under this section for an individual otherwise entitled thereto 
shall begin with the month in which such individual filed 
an application for such annuity: Provided, That such indi- 
vidual’s annuity shall begin with the first month for which 
he will otherwise have been entitled to receive such annuity 
if he files such application prior to the end of the third month 
immediately succeeding such month. No application for an 
annuity under this section filed prior to three months before 
the first month for which the applicant becomes otherwise 
entitled to receive such annuity shall be accepted. No an- 
nuity shall be payable for the month in which the recipient 
thereof ceases to be qualified therefor. 
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‘(k) Provisions for Crediting Railroad Industry Serv- 
ice Under the Social Security Act in Certain Cases.—(1) 
For the purpose of determining insurance benefits under 
title II of the Social Security Act which would begin to 
accrue on or after January 1, 1947, to a widow, parent, or 
surviving child, and with respect to lump-sum death pay- 
ments under such title payable in relation to a death occur- 
ring on or after such date, section 15 of the Railroad Retire- 
ment Act of 1935, section 209 (b) (9) of the Social 
Security Act, and section 17 of this Act shall not operate 
to exclude from ‘employment’, under title II of the Social 
Security Act, service which would otherwise be included in 
such ‘employment’ but for such sections. For such purpose, 
compensation paid in a calendar year shall, in the absence 
of evidence to the contrary, be presumed to have been paid 
in equal proportions with respect to all months in the year 
in which the employee will have been in services as an 
employee. 

“(2) Not later than January 1, 1950, the Board and 
the Federal Security Administrator shall make a special 
joint report to the President to be submitted to Congress 
setting forth the experience of the Board in crediting wages 
toward awards, and the experience of the Social Security 
Board in crediting compensation toward awards, and their 
recommendations for such legislative changes as are deemed 
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advisable for equitable distribution of the financial burden 
of such awards between the retirement account and the 
Federal Old Age and Survivors Insurance Trust Fund. 

““(3) The Board and the Federal Security Administrator 
shall, upon request, supply each other with certified reports 
of records of compensation or wages and periods of service 
and of other records in their possession or which they may 
secure, pertinent to the administration of this section or 
title II of the Social Security Act as affected by paragraph 
(1). Such certified report shall be conclusive in adjudica- 
tion as to the matters covered therein: Provided: That if the 
Board or the Federal Security Administrator receives evi- 
dence inconsistent with a certified report and the application 
involved is still in tourse of adjudication or otherwise open 
for such evidence, such recertification of such report shall 
be made as, in the judgment of the Board or the Federal 
Security Administrator, whichever made the original certi- 
fication, the evidence warrants. Such recertification and any 
subsequent recertification shall be treated in the same manner 
and be subject to the same conditions as an original certifica- 
tion. 

“(1) Definitions. For the purposes of this section the 
term ‘employee”’ includes an individual who will have been 
an ‘employee,’ and— 
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“(1) The qualifications for ‘widow’, ‘child’, and ‘parent’ 
shall be, except for the purposes of subsection (f), those 
set forth in section 209 (j) and (k), and section 202 (f) 
(3) of the Social Security Act, respectively; and in addi- 
tion— 

““(j) a ‘widow’ shall have been living with her husband 
employee at the time of his death; 

“(ii) a ‘child’ shall have been dependent upon its 
parent employee at the time of his death; shall not be 
adopted after such death; shall be unmarried; and less 
than eighteen years of age; and 

‘“‘(ijii) a ‘parent’ shall have been wholly dependent 
upon and supported at the time of his death by the 
employee to whom the relationship of ‘parent’ is claimed; 
and shall have filed proof of such ademas and support 
within two years after such date of death, or within 
six months after January 1, 1947. 

A ‘widower’ or a ‘child’ shall be deemed to have been so living 
with a husband or so dependent up a parent if the condi- 
tions set forth in section 209 (n) or section 202 (c) (3) 
or (4) of the Social Security Act, respectively, are fulfilled. 
In determing whether an applicant is the wife, widow, 
child, or parent of an employee as claimed, the rules set 
forth in section 209 (n) of the Social Security Act shall 
be applied; 
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“(2) The term ‘retirement annuity’ shall mean an 
annuity under section 2 awarded before or after its amend- 
ment but not including an annuity to a survivor pursuant to 
an election of a joint and survivor annuity; and the term 
‘pension’ shall mean a pension under section 6; 

“(3) The term ‘quarter of coverage’ shall mean a com- 
pensation quarter of coverage or a wage quarter of coverage, 
and the term ‘quarters of coverage’ shall mean compensation 

uarters of coverage, or wage quarters of coverage, or both: 
Provided, That there shall be for a single employee no more 
than four quarters of coverage for a single calendar year; 

““(4) The term ‘compensation quarter of coverage’ shall 
mean any quarter of coverage computed with respect to 
compensation paid to an employee after 1936 in accordance 
with the following table: 





Total compensation paid in the calendar year 
Months of serv- | su 


ice in a calendar | | | | 
$100 but less, $150 but less) $200 or 

















year Less than | $50 but less 
$50 than $100 | than $150 than $200 | more 
Sf Saat 0 1 | 1| 1 1 
AEM ens 0 1 2 | 2 | 2 
Sh. te. Aloe 0 1 2 | 3 | 3 
10-12 | 0 1 2 3 4 





“(5) The term ‘wage quarter of coverage’ shall mean 
any quarter of coverage determined in accordance with the 
provisions of title II of the Social Security Act; 

““(6) The term ‘wages’ shall mean wages as defined in 
section 209 (a) of the Social Security Act; 
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“(7) An employee will have been ‘completely insured’ 
if it appears to the satisfaction of the Board that at the time 
of his death, whether before or after the enactment of this 
section, he will have had the qualifications set forth in any 
one of the following paragraphs: 

“(i) a current connection with the railroad indus- 
try; and a number of quarters of coverage, not less than 
six, and at least equal to one-half of the number of 
quarters, elapsing in the period after 1936, or after the 
quarter in which he will have attained the age of 
twenty-one, whichever is later, and up to but excluding 
the quarter in which he will have attained the age of 
sixty-five years or died, whichever will first have oc- 
curred (excluding from the elapsed quarters any quarter 
during any part of which a retirement annuity will have 
been payable to him); and if the number of such elapsed 
quarters is an odd number such number shall be reduced 
by one; or 

“*(ii) a current connection with the railroad indus- 
try; and forty or more quarters of coverage; or 

“(iii) a pension will have been payable to him; or 
a retirement annuity based on service of not less than ten 
years (as computed in awarding the annuity) will have 

egun to accrue to him before 1948; 

“(8) An employee will have been ‘partially insured’ 
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if it appears to the satisfaction of the Board that at the time 
of his death, whether before or after the enactment of this 
section he will have had (i) a current connection with the 
railroad industry; and (ii) six or more quarters of coverage 
in the period beginning with the third calendar year next 
preceding the year in which he will have died and ending 
with the quarter next preceding the quarter in which he will 
have died; 

“(9) An employee’s ‘average monthly remuneration’ 
shall mean the quotient obtained by dividing (A) the sum 
of the compensation and wages paid to him after 1936 and 
before the quarter in which he will have died, eliminating 
for any single calendar year, from compensation, any excess 
over $300 for any calendar month in such year, and from 
the sum of wages and compensation any excess over $3; 
$3,600, by (B) three times the number of quarters elapsing 
after 1936 and before the quarter in which he will have died: 
Provided, That for the period prior to and including the 
calendar year in which he will have attained the age of 
twenty-two there shall be included in the devisor not more 
than three times the number of quarters of coverage in such 
period: Provided further, That there shall be excluded from 
the divisor any calendar quarter during any part of which 
a retirement annuity will have been payable to him. 

“With respect to an employee who will have been 
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awarded a retirement annuity, the term ‘compensation’ shall’ 
for the purposes of this paragraph, mean the compensation on 
which such annuity will have been based; 

“(10) The term ‘basic amount’ shall mean— 

“(i) for an employee who will have been partially 
insured, or completely insured solely by virtue of para- 
graph (7) (i) or (7) (ii) or beth: both, the sum of 
(A) 48 50 per centum of his average monthly remu- 
neration, up to and including $75; plus (B) 40 1244 per 
centum of such average monthly remuneration exceeding 
$75 and up to and including $260 $300, plus (C) 1 per 
centum of the sum of (A) plus (B) multiplied by the 
number of years after 1936 in each of which the com- 
pensation, wages, or both, paid to him will have been 
equal to $200 or more; if the basic amount, thus com- 
ay is less than $40 $20 it shall be increased to $40 

20; 

“(ii) for an employee who will have been com- 
pletely insured solely by virtue of paragraph 7 (iii): 
the sum of 49 50 per centum of his monthly compensa- 
tion if an annuity will have been payable to him, or, if a 
pension will have been payable to him, 49 50 per centum 
of the average monthly earnings on which such pension 
was computed, up to and including $75, plus 40 12% 
per centum of such compensation or earnings exceeding 
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$75 and up to and including $260 $300. If the aver- 
age monthly earnings on which a pension payable to him 
was computed are not ascertainable from the records in 
the possession of the Board, the amount computed under 
his this subdivision shall be $34-48 $40, except that if 
the pension payable to him was less than $26 $30, such 
amount shall! be four-thirds of the amount of the pension 
or $48-48 $17, whichever is greater. The term ‘monthly 
compensation’ shall, for the purposes of this subdivision, 
mean the monthly compensation used in computing the 
annuity; 

“ii) for an employee who will have been com- 
pletely insured under paragraph (7) (iii) and either 
(7) (i) or +6 4b (7) (i), the higher of the two 
amounts computed in accordance with subdivisions (i) 
and (ii). 


* * * * * * * 

RAILROAD UNEMPLOYMENT INSURANCE ACT 

* * * * * * + 
DEFINITIONS 


Section 1. For the purposes of this Act, except when 
used in amending the provisions of other Acts— 

(a) The term ‘‘employer’” means any carrier (as defined 
in subsection (b) of this section), and any company which 
is directly or indirectly owned or controlled by one or more 
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such carriers or under common control therewith, and which 
operates any equipment or facility or performs any service 
(except trucking service, casual service, and the casual 
operation of equipment or facilities) in connection with the 
transportation of passengers or property by railroad, or the 
receipt, delivery, elevation, transfer in transit, refrigeration 
or icing, storage, or handling of property transported by 
railroad, and any receiver, trustee, or other individual or 
body, judicial or otherwise, when in the possession of the 
property or operating all or any part of the business of any 
such employer: Provided, however, That the term ‘‘em- 
ployer” shall not include any street, interurban, or suburban 
electric railway, unless such railway is operating as a part 
of a general steam-railroad system of transportation, but 
shall not exclude any part of the general steam-railroad 
system of transportation now or hereafter operated by any 
other motive power. The Interstate Commerce Commission 
is hereby authorized and directed upon request of the Board, 
or upon complaint of any party interested, to determine after 
hearing whether any line operated by electric power falls 
within the terms of this proviso. The term “employer” shall 
also include railroad associations, traffic associations, tariff 
bureaus, demurrage bureaus, weighing and _ inspection 
bureaus, collection agencies, and other associations, bureaus, 
agencies, or organizations controlled and maintained wholly 
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or principally by two or more employers as hereinbefore de- 
fined and engaged in the performance of services in con- 
nection with or incidental to railroad transportation; and 
railway labor organizations, national in scope, which have 
been or may be organized in accordance with the provisions 
of the Railway Labor Act, and their State and National 
legislative committees and their general committees and their 
insurance departments and their local lodges and divisions, 
established pursuant to the constitution and bylaws of such 
organizations. The term “employer” shall not include any 
company by reason of its being engaged in the mining of 
coal, the supplying of coal to an employer where delivery is 
not beyond the mine tipple, and the operation of equipment 
or facilities therefor, or in any of such activities. 

(b) The term ‘“‘carrier’” means an express company, 
sleeping-car company, or carrier by railroad, subject to part 
I of the Interstate Commerce Act. 

(c) The term ‘‘company” includes corporations, associa- 
tions, and joint-stock companies. 

(d) The term “employee” (except when used in phrases 
establishing a different meaning) means any individual who 
is or has been (i) in the service of one or more employers 
for compensation, or (ii) an employee representative. The 
term ‘“‘employee” shall include an employee of a local lodge 
or division defined as an employer in section 1 (a) only 
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if he was in the service of a carrier on or after August 29, 
1935. The term ‘‘employee” includes an officer of an em- 
ployer. 

The term “employee” shall not include any individual 
while such individual is engaged in the physical operations 
consisting of the mining of coal, the preparation of coal, the 
handling (other than movement by rail with standard rail- 
road locomotives) of coal not beyond the mine tipple, or the 
loading of coal at the tipple. 

(e) An individual is in the service of an employer 
whether his service is rendered within or without the United 
States if (i) he is subject to the continuing authority of the 
employer to supervise and direct the manner of rendition of 
his service, or he is rendering professional or technical serv- 
ices and is integrated into the staff of the employer, or he is 
rendering, on the property used in the employer's operations, 
other personal services the rendition of which is integrated 
into the employer’s operations, and (ii) he renders such serv- 
ice for compensation: Provided, however, That an individual 
shall be deemed to be in the service of an employer, other 
than a local lodge or division or a general committee of a 
railway-labor-organization employer, not conducting the 
principal part of its business in the United States only when 
he is rendering service to it in the United States; and an 
individual shall be deemed to be in the service of such a local 
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lodge or division only if (1) all, or substantially all, the 
individuals constituting its membership are employees of an 
employer conducting the principal part of its business in the 
United States; or (2) the headquarters of such local lodge 
or division is located in the United States; and an individual 
shall be deemed to be in the service of such a general com- 
mittee only if (1) he is representing a local lodge or divi- 
sion described in clauses (1) or (2) immediately above; 
or (2) all, or substantially all, the individuals represented 
by it are employees of an employer conducting the principal 
part of its business in the United States; or (3) he acts in 
the capacity of a general chairman or an assistant general 
chairman of a general committee which represents individuals 
rendering service in the United States to an employer, but 
in such case if his office or headquarters is not located in the 
United States and the individuals represented by such gen- 
eral committee are employees of an employer not conducting 
the principal part of its business in the United States, only 
such proportion of the remuneration for such service shall 
be regarded as compensation as the proportion which the 
mileage in the United States under the jurisdiction of such 
general committee bears to the total mileage under its juris- 
diction, unless such mileage formula is inapplicable, in which 
case the Board may prescribe such other formula as it finds 
to be equitable, and if the application of such mileage formula, 
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or such other formula as the Board may prescribe, would 
result in the compensation of the individual being less than 10 
per centum of his remuneration for such service no part of 
such remuneration shall be regarded as compensation: Pro- 
vided further, That an individual not a citizen or resident 
of the United States shall not be deemed to be in the service 
of an employer when rendering service outside of the United 
States to an employer who is required under the laws appli- 
cable in the place where the service is rendered to employ 
therein, in whole or in part, citizens or residents thereof. 

(f) The term “employee representative’? means any 
officer or official representative of a railway labor organiza- 
tion other than a labor organization included in the term 
employer as defined in section 1 (a) who before or after 
August 29, 1935, was in the service of an employer as defined 
in section 1 (a) and who is duly authorized and designated 
to represent employees in accordance with the Railway Labor 
Act, and any individual who is regularly assigned to or 
regularly employed by such officer or official representative 
in connection with the duties of his office. 

(g) The term “employment”? means service performed 
as an employee. For the purposes of determining eligibility 
for and the amount of benefits and the amount of contribu- 
tions due pursuant to this Act, employment after June 30, 
1940, in the service of a local lodge or division of a railway- 
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labor-organization employer or as an employee representative 
shall be disregarded. 

(h) The term “registration period’”’ means, with respect 
to any employee, the period which begins with the first day 
for which such employee registers at an employment office 
in accordance with such regulations as the Board may pre- 
scribe, and ends with whichever is the earlier of (i) the 
thirteenth day thereafter, or (ii) the day immediately pre- 
ceding the day for which he next registers at a different 
i a a office; and thereafter each period which begins 
with the first day for which he next registers at an em- 
ployment office after the end of his last preceding registra- 
tion period which began with a day for which he registered 
at an employment office and ends with whichever is the 
earlier of (i) the thirteenth day thereafter, or (ii) the day 
immediately preceding the day for which he next registers 
at a different employment office. 

The term “registration period” means also, with respect 
to any employee, the period which begins with the first 
day with respect to which a statement of sickness is filed 
in his behalf in accordance with such regulations as the 
Board may prescribe, or the first such day after the end 
of a registration period which will have begun with a day 
with respect to which a statement of sickness was filed in 
his behalf, and ends with the thirteenth day thereafter. 
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(i) The term ‘‘compensation” means any form of money 
remuneration, including pay for time lost but excluding tips, 
paid for services rendered as an amployee to one or more 
employers, or as an employee representative: Provided, 


however, That in computing the compensation paid to any 
employee with respect to any calendar month, no part of any 
compensation in excess of $300 shall be recognized. A pay- 
ment made by an employer to an individual through the 
employer’s payroll shall be presumed, in the absence of 
evidence to the contrary, to be compensation for service 
rendered by such individual as an employee of the employer 
in.the period with respect to which the payment is made. 
An employee shall be + axel to be paid, “for time lost’”’ the 
amount he is paid by an employer with respect to an identi- 
fiable period of absence from the active service of the em- 
ployer, including absence on account of personal injury, and 
the amount he is paid by the employer for loss of earnings 
resulting from his ee to a less remunerative posi- 
tion or occupation. If a payment is made by an employer 
with respect to a personal injury and includes pay for time 
lost, the total payment shall be deemed to be paid for time 
lost unless, at the time of payment, a part of such payment 
is specifically apportioned to factors other than time lost, 
in which event only such part of the payment as is not so 
apportioned shall be deemed to be paid for time lost. Com- 
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pensation earned in any calendar month before 1947 shall be 
deemed paid in such month regardless of whether or when 
payment will have been in fact made, and compensation 
earned in any calendar year after 1946 but paid after the end 
of such calendar year shall be deemed to be compensation 
paid in the calendar year in which it will have been earned if 
it is so reported by the employer before February 1 of the 
next succeeding calendar year or, if the employee establishes, 
subject to the provisions of section 8, the period during which 
such compensation will have been earned. 

(j) The term “remuneration” means pay for services 
for hire, including pay for time lost, and tips, but pay for 
time lost shall be deemed earned on the day on which such 
time is lost. The term ‘‘remuneration’’ includes also earned 
income other than for services for hire if the accrual thereof 
in whole or in part is ascertainable with respect to a par- 
ticular day or particular days. The term “remuneration” 
does not include (i) the voluntary payment by another, 
without deduction from the pay of an employee, of any tax 
or contribution now or hereafter imposed with respect to the 
remuneration of such employee, or (ii) any muney pay- 
ments received pursuant to any nongovernmental plan for 
unemployment insurance, maternity insurance, or sickness 
insurance. 

(k) Subject to the provisions of section 4 of this Act, 
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(1) a day of unemployment, with respect to any employee, 
means a calendar day on which he is able to work and is 
available for work and with respect to which (i) no remuner- 
ation is payable or accrues to him, and (ii) he has, in accord- 
ance with such regulations as the Board may prescribe, 
registered at an employment office; and (2) a “day of sick- 
ness’’, with respect to any employee, means a calendar day 
on which because of any physical, mental, psychological, or 
nervous injury, illness, sickness, or disease he is not able 
to work or which is included in a maternity period, and with 
respect to which (i) no remuneration is payable or accrues 
to him, and (ii) in accordance with such regulations as the 
Board may prescribe, a statement of sickness is filed within 
such reasonable period, not in excess of ten days, as the 
Board may prescribe: Provided, however, That ‘“‘subsidi- 
ary remuneration’’, as hereinafter defined in this subsection, 
shall not be considered remuneration for the purpose of this 
subsection except with respect to an employee whose base- 
year compensation, exclusive of earnings from the position or 
occupation in which he earned such subsidiary remuneration, 
is less than $150: Provided, further, That remuneration for 
a working day which includes a part of each of two consecu- 
tive calendar days shall be deemed to have been earned on 
the second of such two days, and any individual who takes 
work for such working day shall not by reason thereof be 
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deemed not available for work on the first of such calendar 


days. 

For the purpose of this subsection, the term “subsidiary 
remuneration’? means, with respect to any employee, re- 
muneration not in excess of an average of one dollar a day for 
the period with respect to which such remuneration is pay- 
able or accrues, if the work from which the remuneration 
is derived (i) requires substantially less than full time as 
determined by generally prevailing standards, and (ii) is 
susceptible of performance at such times and under such 
circumstances as not to be inconsistent with the holding of 
norma! full-time employment in another occupation. 

(1) The term “benefits” (except in phrases clearly 
designating other payments) means the money payments 
payable to an employee as provided in this Act, with respect 
to his unemployment or sickness. 

Q) (1) he term ‘statement of sickness’’ means a 
statement with respect to days of sickness of an employee, 
and the term “statement of maternity sickness’’ means a 
statement with respect to a maternity period of a female 
employee, in each case executed in such manner and form by 
an individual duly authorized pursuant to section 12 (i) 
to execute such statements, and filed as the Board may pre- 
scribe by regulations. 

(1) (2) The term “maternity period’’ means the period 
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beginning fifty-seven days prior to the date stated by the 
doctor of a female employee to be the expected date of the 
birth of the emplovee’s child and ending with the one hun- 
dred and fifteenth day after it begins or with the thirty-first 
day after the day of the birth of the child, whichever is 
later. 

(m) The term “benefit vear’’ means the twelve-month 
period beginning July 1 of any year and ending June 30 
of the next year, except that a registration period beginning 
in June and ending in July shall be deemed to be in the 
benefit year ending in such month of June. 

(n) The term “base year’ means the completed cal- 
endar year immediately preceding the beginning of the bene- 
fit vear. 

(o) The term “employment office’? means a free em- 
ployment office operated by the Board, or designated as such 
by the Board pursuant to section 12 (i) of this Act. 

(p) The term “account”? means the railroad unemploy- 
ment insurance account established pursuant to section 10 of 
this Act in the unemployment trust fund. 

(q) The term ‘‘fund”’ means the railroad unemployment 
insurance administration fund, established pursuant to section 
11 of this Act. 

(r) The term “Board’’ means the Railroad Retirement 
Board. 
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(s) The term “United States”, when used in a geo- 
aphical sense, means the States, Alaska, Hawaii, and the 
istrict of Columbia. 

(t) The term “State” means any of the States, Alaska, 
Hawaii, or the District of Columbia. 

(u) Any reference in this Act to any other- Act of 
Congress, including such reference in amendments to other 
Acts, includes a reference to such other Act as amended 
from time to time. 

* a” + * * 


DISQUALIFYING CONDITIONS 


Sec. 4. (a-1) There shall not be considered as a day 
of unemployment or as a day of sickness, with respect to any 
employee— 

(i) any of the seventy-five days beginning with 
the first day of any registration period with respect to 
which the Board finds that he knowingly made or aided 
in making or caused to be made any false or fraudulent 
statement or claim for the purpose of causing benefits 
to be paid; 

(ii) any day in any period with respect to which 
the Board finds that he is receiving or will have received 
annuity payments or pensions under the Railroad Re- 
tirement Act of 1935 or the Railroad Retirement Act 
of 1937, or insurance benefits under title II of the 
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Social Security Act, or unemployment, maternity, or 
sickness benefits under an unemployment, maternity, or 
sickness compensation law of any State or of the United 
States other than this Act, or any other social-insurance 
payments under a law of any State or of the United 
States: Provided, That if an employee received or is 
held entitled to receive any such payments, other than 
unemployment, maternity, or sickness payments, with 
respect to any period which include days of unemploy- 
ment or sickness in a registration period, after benefits 
under this Act for such registration period will have 
been paid, the amount by which such benefits under this 
Act will have been increased by including such days as 
days of unemployment or as days of sickness shall 
be recoverable by the Board: Provided further, That, 
if that part of any such payment or payments, other 
than unemployment, maternity, or sickness payments, 
which is apportionable to such days of unemployment or 
days of sickness is less in amount than the benefits under 
this Act which, but for this paragraph, would be pay- 
able and not recoverable with respect to such days 
of unemployment or days of sickness, the preceding 
provisions of this paragraph shall not apply but such 
benefits under this Act for such days of unemployment 
or days of sickness shall be diminished or recoverable in 
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the amount of such part of such other payment or 


payments; 
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(a-2) There shall not be considered ‘as a day of unem- 
ployment, with respect to any employee— 


(i)’ any of the thirty days beginning with the day 
with respect to which the Board finds that he left work 
voluntarily without good cause; 

(ii) any of the thirty days beginning with the day 
with respect to which the Board finds that he failed, 
without good cause, to accept suitable work available on 
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such day and offered to him, or to comply with instruc- 
tions from the Board requiring him to apply for suitable 
work or to report, in person or by mail as the Board 
may require, to an employment office; 

(iii) subject to the provisions of subsection (b) of 
this section, any day with respect to which the Board 
finds that his unemployment was due to a stoppage of 
work because of a strike in the establishment, premises, 
or enterprise at which he was last employed, and the 
Board finds that such stike was commenced in violation 
of the provisions of the Railway Labor Act or in viola- 
tion of the established ruies and practices of a bona fide 
labor organization of which he was a member; 

(iv) any day which is a Sunday or which the Board 
finds is generally observed as a holiday in the locality in 
which he registered for such day, uniess such day was 
immediately preceded by a day of unemployment and 
immediately followed by a day of unemployment or was 
the last day in a registration period and was immedi- 
ately preceded by a day of unemployment: Provided, 
That if two or more consecutive days are a Sunday and 
one or more holidays, then with respect to any employee 
such consecutive days shall not be considered as days of 
unemployment unless they were immediately preceded 
by a day of unemployment and immediately followed by 
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a day of unemployment or the last of such days was the 
last day of a registration period and such days were 
immediately preceded by a day of unemployment. 


(b) The disqualification provided in section 4 (a-2) 
(iii) of this Act shall not apply if the Board finds that— 


(i) the employee is not participating in or financing 
or directly interested in the strike which causes the 
stoppage of work: Provided, That payment of regular 
union dues shall not be construed to constitute financing 
a strike or direct interest in a strike within the meaning 
of this and the following paragraphs; and 

(ii) he does not belong to a grade or class of 
workers of which, immediately before the commence- 
ment of the stoppage, there were members employed in 
the establishment, premises, or enterprise at which the 
stoppage occurs, any of whom are participating in or 
financing or directly interested in the dispute: Provided, 
That if separate types of work are commonly conducted 
in separate departments of a single enterprise, each such 
department shall, for the purposes of this subsection, be 
deemed to be a separate establishment, enterprise, or 
other premises. 


(c) No work shall be deemed suitable for the purposes 
of section 4 (a~2) (ii) of this Act, and benefits shall not 
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be denied under this Act to any otherwise qualified employee 
for refusing to accept work if— 


(i) the position offered is vacant due directly to 
a strike, lockout, or other labor dispute; 

(ii) the remuneration, hours, or other conditions of 
work offered are substantially less favorable to the em- 
ployee than those prevailing for similar work in the 
locality, or the rate of remuneration is less than the 
union wage rate, if any, for similar work in the locality: 

(iii) as a condition of being employed he would 
be required to join a company union or to resign from 
or refrain from joining any bona fide labor organization; 

(iv) acceptance of the work would require him to 
engage in activities in violation of law or which, by 
reason of their being in violation of reasonable require- 
ments of the constitution, bylaws, or similar regulations 
of a bona fide labor organization of which he is a mem- 
ber, would subject him to expulsion from such labor 
organization; or 

(v) acceptance of the work would subject him to 
loss of substantial seniority rights under any collective 
bargaining agreement between a railway labor organ- 
ization, organized in accordance with the provisions of 
the Railway Labor Act, and any other employer. 


(d) In determining, within the limitations of section 4 
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(ec) of this Act, whether or not any work is suitable for an 
employee for the purposes of section 4 (a-2) (ii) of this 
Act, the Board shall consider, in addition to such other 
factors as it deems relevant, (i) the current practices recog- 
nized by management and labor with respect to such work; 
(ii) the degree of risk involved to such employee’s health, 
safety, and morals; (iii) his physical fitness and prior train- 
ing; (iv) his experience and prior earnings; (v) his length 
of unemployment and prospects for securing work in his 
customary occupation; and (vi) the distance of the available 
work from his residence and from his most recent work. 

(e) For the purposes of section 4 (a-2) (i) of this 
Act, no voluntary leaving of work shall be deemed to have 
been without good cause if the Board finds that such work 
would not have been suitable for the purposes of section 
4 (a-2) (ii) of this Act. 
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The Cuarrman. Also I should like to present for the record the 


reports of the Railroad Retirement Board on H. R. 3669 and H. KR. 
3755. 
(The matter referred to is as follows: ) 
RaiLROAD RETIREMENT Boarp, 
Chicago, Ill., April 24, 1951. 
Hon. Ropert CROssER 
Chairman, House Committee on Interstate and Foreign Commerce, 
New House Office Building, Washington 25, D. C. 

Dear Mr. Crosser: This is the report of the Railroad Retirement Board on the 
bill (H. R. 3669) to amend the Railroad Retirement Act now pending before the 
House Committee on Interstate and Foreign Commerce. 

The Board believes that benefits under the Railroad Retirement Act should be 
increased. Ever since the summer of 1946 when the present inflationary period 
began, the Board, the standard railway labor unions and many Members of 
Congress, have been seriously concerned with the inadequacy of the benefits under 
the Railroad Retirement Act to cope with the increased cost of living. The for- 
mula for computing retirement annuities under the act was adopted in 1937, when 
the amount of the annuity bore some reasonable relationship both to current wages 
and to the cost of living. In view of the rise both of wages and the cost of living 
since that time, a change in the formula so as to produce higher benefits became 
imperative. Similarly, the formula for computing survivor benefits, though adopt- 
ed by Congress in 1946, was in fact established long before the beginning of the 
present inflationary period, namely in the spring of 1944 when the first bill to 
provide benefits for survivors of railroad employees was introduced in Congress. 
Consequently, a change in this formula so as to produce higher benefits has also 
become imperative. Although the amendments made to the Railroad Retirement 
Act by Public Law 744, Eightieth Congress, provided a 20-percent increase in 
retirement annuities (which increase was inadequate to cope with the constantly 
increasing cost of living) such amendments provided no increase whatever in the 
survivor benefits. 

The railroad retirement system is financed by a tax of 6 percent of wages up to 
$300 a month on employees and a like amount on their employers. This tax 
rate is scheduled to increase to 6% percent on each side beginning next January. 
The Board believes that the payroll tax on employees and their employers for the 
maintenance of the railroad retirement system should not now be increased and 
that if benefits are to be increased, and the Board believes that they should, a 
method to finance the added cost by other than increasing tax rates must be pro- 
vided. 

The Board has examined all the bills introduced in this session of Congress to 
increase benefits under the Railroad Retirement Act on the basis of the following 
three tests: 

1. The increase in benefits must be in conformity with the high payroll 
taxes paid by railroad employees and their employers for the maintenance 
of the system; 

2. The added benefits must be financed by a method other than increasing 
tax rates; and 

3. The added benefits and the method of financing them must be such as 
not to affect the financial soundness of the system. 

Of all the bills above-mentioned, the bill H. R. 3669 is the only one which meets 
all the three tests and makes many other improvements as follows: 

(1) It provides a generally well-rounded system of retirement and survivor 
benefits, which are analyzed in detail in exhibit A hereto attached. 

(2) It takes cognizance of the fact that the tax rates for the maintenance of the 
railroad retirement system are higher than those for the maintenance of the 
social security system and, accordingly, provides not only higher benefits than un- 
der the social-security system, but guarantees in addition that in no case shall the 
benefits under the Railroad Retirement Act be lower than the benefits or additional 
benefits which would be payable under the Social Security Act if service covered 
— the Railroad Retirement Act were ‘““employment”’ under the Social Security 
Act. 

(3) It takes account of the growing disparity between increased wage rates and 
retirement benefits by increasing the creditable and taxable compensation from 
$300 to $400a month. This increased monthly creditable amount will be reflected 
both in retirement and survivor benefits, and will result in additional revenue, 
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(4) It meets the demand of many railroad workers for the crediting of their 
service after age 65 by providing such credit with respect to awards made after 
the date of enactment of the bill, even though such service Was rendered prior to 
such date. 

(5) It meets the demand which has often been made upon the Board by em- 
ployees who elected joint-and-survivor annuities, and whose wives predeceased 
them to restore the annuity in such cases to the original amount. 

(6) It solves a problem which developed since the enactment of the Social 
Security Act, and is threatening to become serious. The railroad industry quite 
often offers employment to casual workers for short periods of time. These 
casual workers do not make railroading their careers, so that after working 30 or 
40 vears in their lifetime, their total work in railroad industry is seldom as much 
as 10 years. The problem created by such casual workers is solved by a provision 
transferring their benefit rights to the Social Security Act, as is more fully explained 
in exhibit 4. 

(7) It utilizes the savings to the old-age and survivors insurance trust fund, 
resulting from the existence of the separate railroad retirement system, as is 
explained in exhibits A and B to assist meeting the cost of the increase in benefits. 

Attached hereto and made a part hereof are exhibits A and B. Exhibit A is 
an analysis of the bill H. R. 3669 both in general terms and in detail and exhibit B 
is a statement of the cost of the bill H. R. 3669. 

It appears from exhibit B that there is a difference of about 1% percent between 
the total tax rate and the estimated actuarial level cost of the system as it would 
be amended by the bill. But in the Board’s opinion this does not require an 
increase in the tax rate to maintain the system on a financially sound basis. The 
railroad retirement system was in a similar position in 1948. During the hearings 
on the bill which was later enacted as Public Law 744, Eightieth Congress, it 
was shown that the increase in retirement annuities then proposed would result in 
a total cost of a little over 1 percent above the established tax rate. Then, as 
now, the Board concluded that the enactment of the 1948 amendments would 
not impair the financial soundness of the railroad retirement system. Congress 
was of the same opinion, and the 1948 bill was enacted. Within a very short 
time thereafter, both the Board and the Congress were vindicated. The latest 
actuarial valuation of the railroad retirement system showed it to be financially 
sound. 

The Board, therefore, approves and urges the speedy enactment of the bill 
H. H. 3669. A separate statement by one member of the Board will follow. 

Due to the urgent request of vour committee, time has not permitted submission 
of this repert to the Bureau of the Budget. When we have received the comments 
of that Bureau, we shall forward them to you. 

Respectfully submitted. 

WitimaMm J. Kennepy, Chairman. 


SEPARATE STATEMENT oF F. C, Squire, MempBer, Raitroap RETIREMENT BoarD 


I cannot concur with the majority of the Board in favoring H. R. 3669 in its 
present form. 

I do agree in principle with the apparent intent of the bill to provide for a 
measure of coordination between the railroad retirement system and the social- 
security system, and to use the resulting savings to liberalize the benefits to 
railroad workers. I have advocated for several vears that some such general step 
should be taken in order to decrease the cost to the railroad retirement system 
of the benefits provided for in the Railroad Retirement Act. The resulting 
savings that would thus afford additional financing would probably be in the 
neighborhood of $100,000,000 a vear on a “level” basis. 

1 oppose the bill because I think it goes too far in its liberalization of benefits 
and will put the railroad retirement system in a position of unsoundness. The 
increases in benefits for which the bill provides would add about $180,000,000 a 
year to the cost of the system, or about $80,000,000 in excess of the savings that 
would result from the proposed coordination if actually made effective. Since 
the system is now just about in balance, this would mean that we would be 
a ng a deficit of about $80,000,000 a year immediately the bill became 
effective. 

I regard the bill as objectionable also because of its failure to provide definitely 
for such coordination with social security as may be intended. While it provides 
definitely for the increased costs of $180,000,000 it leaves to mere inference the 
intent that the railroad retirement system will receive anything from social secu- 
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rity. Clearly that is something which should be made certain and not left to 
mere inference. } Part ' 

I oppose the bill with respect to uhe manner of effecting coordination with 
social security. In my opinion the coordination should be brought about in 
some such way as was contemplated with respect to survivor benefits in the 1946 
amendments, to the Railroad Retirement Act. This would eliminate the present 
inequity of “dual” benefits and discrimination against the man who spends his 
entire life in the railroad industry as compared with one who shifts back and forth 
from one system to the other and is qualified for retirement under both. Only 
in this manner can the maximum saving (about $25,000,000 a year more than is 
possible under the bill) to the railroad retirement fund be accomplished by reason 
of the lower cost of the social security system, and maximum benefits accordingly 
be provided to railroad employees within the present tax rate. 

The only money available for the railroad retirement system is the amount now 
in the fund plus future taxes and plus the savings to be obtained from coordination 
with social security. I differ from the bill in that I would not spend so much of 
the available total on survivors. The bill proposes increasing survivor benefits 
by amounts that average over 80 percent. In my opinion this is much more than 
is justified. Furthermore, most of the demand has been for increasing employee 
annuities. I would give survivors exactly the same benefits as social security. 
As the result of the recent liberalizing of the Social Security Act, this would mean 
an increase of over 40 percent over our present Railroad Retirement Act benefits 
for survivors. Moreover, the survivor benefits I suggest could be administered 
much more simply than those provided in the bill and the revisions in the present 
law would be simpler and more straightforward. 

The following are some specific comments I wish to make on H. R. 3669: 

1. Last regular actuarial valuation.—It should be borne in mind that the last 
regular triennial actuarial valuation showed that on a level basis the cost of the 
benefits provided by the present law exceeds the taxes provided by the present 
law by 0.3 percent of payroll, or about $15,000,000 per year. While this was as 
of December 31, 1947, the calculations were completed late enough so that they 
took into account the 20-percent increase in retirement annuities and the res- 

toration of residual payments provided for in the 1946 amendments to the Rail- 
road Retirement Act, and also took into account wage levels approximately 
equal to those of 1949. 

2. The unfunded accrued liability of the railroad retirement system will be in- 
creased by above $1,600,000,000 by H. R. 3669. Yn its reports upon the last two 
routine valuations, the Actuarial Advisory Committee criticized the continued 
increases in the unfunded liability and warned against further increases unless 
provision is made to amortize the liability. At the request of the chairman of 
the Senate subcommittee, one of the members of the Actuarial Advisory Com- 
mittee and the assistant of another member, appeared at the hearing on S. 1347, 
companion bill of H. R. 3669. They expressed themselves in similar veins. 
The trend of the unfunded accrued liability is shown below: 


066A hn. 25a Sse Sy RR Rod BS ns aS $3, 389, 095, 264 
Se ae ee ae) es ria are te Rl 3, 619, 000, 000 
ERG. ait Res ge) Sts Fok ee, Sigkia a Se - ire 4, 331, 020, 000 
Dec. 31, 1947 (includes effect of 1946 and 1948 amendments) _ 7, 382, 600, 000 
Dec. 31, 1950 (including effect of H. R. 3669)_..___-________- 9, 000, 000, 000 


Under H. R. 3669 there will be no excess of taxes over benefits to permit amor- 
tization. On the contrary, the taxes will be inadequate to meet the costs on a 
level basis, so that the unfunded liability will be constantly increasing. 

The existing unfunded liability of about $7,380,000,000, which would be in- 
creased upon enactment of this bill to about $9,000,000,000, constitutes a burden 
upon the younger employees of today and all future employees over and above 
what they would have to pay if they had to meet the expense of only their own 
insurance. I am opposed to saddling upon these present younger employees and 
upon future employees any more burden than is necessary. 

Many people think the $2,300,000,000 balance now in the railroad retirement 
account warrants increasing benefits. They overlook the unfunded liability 
mentioned above. Compared with either receipts or disbursements, the reserve 
fund of the railroad retirement system is lower than that of social security, civil 
service retirement, Canal Zone, or Alaska Railroad. 

3. Cost of benefits proposed in H. R. 3669 will exceed by $80,000,000 per year 
the income from taxes plus transfers of funds hoped for from social security on a 
“level” basis.—Even according to the not very conservative estimates of our 
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actuaries, the “level’’ cost of the bill would be 14.13 percent of the taxable pay- 
rolls, as compared with income from taxes of 12.5 percent. The deficiency when 
expressed in percentage may not sound great—it is only a little over 14 percent—. 
but it means a shortage of about $80,000,000 per year. Therefore, the system 
would be financially unsound even disregarding the failure to provide any allow- 
ance for amortization of the growing unfunded liability. For some years to come, 
the people who will benefit from the liberalizations pure in H. R. 3669 are 
those sendy on the annuity rolls and those who will retire within the next few 
years. If it were the tax money that they have paid (and the matching amount 
that has been paid by the railroads) that would be paid out or risked for these 
liberalizations, that would be all right. But it is the money of the employees 
who are not going to retire for many years yet that would have to be used to pay 
extra benefits to the older ones who have already retired or are now nearing 
retirement. 

4. The estimate of cost of 14.13 percent of payroll is not conservative-—(a) The 
estimate is based on retirement rates that contemplate that the full age annuitants 
will retire at ages averaging about 674. That is all right for the present because 
those retiring today do so at ages averaging about 67%. But these estimates 
necessarily take into account the distant future. Our law permits full annuities 
at age 65. More and more railroads are requiring their employees not under 
labor agreements to retire at 65. If the average age of those retiring should drop 
only from the present 67% to 66, it would increase the cost of the system about 
$25,000,000 a year over the present estimate. No allowance has been made for 
such a possibility. 

(b) The mortality rates used in the estimate of cost are based on our experience 
in the last several years and that would be all right as long as that experience 
continues. But, unlike a life-insurance system which benefits financially as 
longevity increases, an annuity insurance system loses financially. If the railroad 
age annuitants should commence to live 1 or 2 years longer, the increased cost 
to the railroad retirement system would be several tens of millions of dollars 
ayear. That would be offset in part by a saving in a lesser number of disabilities 
that would probably come from the same improvement in health and medical 
care. Nevertheless, there is the possibility of substantial increases in cost in 
this respect, for which no allowance is contained in the estimate of cost. 

(c) The estimated cost of 14.13 percent is based on the assumption that payrolls 
in the future will average $5,200,000,000. This estimate assumes some years 
hence a reduction of about 10 percent in the number of railroad employees. While 
I hope that it may turn out to be no worse than that, I think it by no means 
conservative to rely on such afuture. In the last 25 years there has been a reduc- 
tion of about 25 percent in number of railroad employees. The estimate of cost 
does not allow for a reduction consistent with past experience. 

(d) Amounts aggregating about 1.50 percent of payroll (or $75,000,000 per 
year) have been deducted in arriving at the level cost estimate of 14.13 as estimates 
of the savings in benefit payments principally by reason of the $50-a-month work 
clause. I do not question the potential savines but I feel that the estimated 
actual saving is too optimistic. Recipients of benefits will not always report 
the receipt of earnings of $50 or more in a month, because of ignorance of the 
law, inadvertence, carelessness, or other reasons and there is no penalty imposed 
for failure to make such report. Therefore, the Board must make such investi- 
gations as are practical. here are 350,000 adults receiving monthly annuity 
checks from us. Our principal check would be to obtain periodic reports of earn- 
ings from social security. y the time we thus learned that an annuitant had 
also been earning over $50 per month, 6 months to a vear would have elapsed 
and he would have received, say $500 to $1,000 in annuities to which he was not 
entitled and which the Board has the discretion to recover or not recover. The 
man is old, and if apparently not too literate and he pleads ignorance and no 
other income, it is rather difficult to recover the $500 to $1,000 by withholding 
from his future annuities. In my judgment the $75,000,000 is too high an 
estimate of savings. 

5. Does the higher earning employee really want his maximum creditable and 
taxable compensation per month raised from $300 to $400?—Presumably, the 
increase from $300 to $400 in the maximum creditable and taxable compensation 
serves a dual purpose, (1) to increase the annuities of employees earning over 
eae and (2) provide some additional funds for distribution to those in lower 

rackets. 
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It is not my purpose to discuss the advisability of increasing the tax load on 
employers, but it is of interest to point out what the employee would have to 
pay and what he might receive from such payment. ; 

‘ake the case of an employee now earning over $400 per month who will retire 2 
years after the effective date of H. R. 3669. The change to $400 maximum will 
make him pay $6.25 more taxes per month during those 2 years, or $150. In re- 
turn his monthly annuity will be increased $2.80, assuming he has 30 years of 
service. If he dies at the end of the 2 vears, his widow’s monthly annuity after 
she is 65 would be increased by $1.18, assuming that he has bad continuous serv- 
ice since 1936. 

Take the case of an employee now earning over $400 who will retire 10 years 
after the effective date of H. R. 3669. The change to $400 maximum would 
cost him $6.25 per month during the remaining 10 years that he will work. In 
return his monthly annuity when he retires 10 vears hence would be $14 greater. 
If he dies at the end of the 10 years, the monthly annuity for his wife after age 
65 would be $4 greater. 

Under the present law and also under H. R. 3669 employees whose average 
compensation as defined in the act, is over $150 per month, receive proportionately 
less benefits compared with their taxes than do those whose earnings have been 
less. Attempting to increase their annuities by adding another bracket, $300 to 
$400, simply increases the discrimination that already exists against them by 
reason of the ‘‘bent’”’ annuity formula. A very small “unbending” of the “‘bent’”’ 
formula by increasing the annuity factor for the bracket over $150 by only 0.1 
percent would increase monthly annuities by amounts varving up to $4.50 (er 
more when more than 30 years may be counted) without requiring employees to 
pay additional taxes. Total cost of the 0.1 percent increase in the upper bracket 
would be about 0.2 percent of payroll or $10,000,000 per year but would help 
decrease the existing discrimination against the higher earning employees who 
have been getting and are getting decidedly the short end considering the taxes 
they pay. In my opinion this change should be made and offset by reductions in 
some of the overly liberal survivor ailowances in the bili. 

6. Proposal to include wages and service after 65 m the computation of annui- 
ties would increase the cost of the railroad retirement system by $10,000,000 per 
year. 

" Under the present law credits stop at age 65 but taxes continue if a man con- 
tinues working. Many have complained that the present law is unjust in this 
respect, but this feeling comes from only superficial consideration. 

I believe it comes in part, at least, from the fallacious thinking that railroad 
employees when they retire today have “‘paid for’ what they get. (In the amount 
“‘paid”’ I include not only the retirement tax deducted from the employees’ pay 
checks but also the matching amounts paid by the railroads). The fact is that 
most of those retiring today and in the near future will have paid for only part 
of what they get. This is because most of them draw benefits based in substantia] 
part on service before taxes commenced in 1937 and also because for many years 
their tax payments were inadequate for the schedule of benefits which the law 
now gives them after the 1946 and 1948 amendments. 

Such benefits are partly at the expense of the younger employees and future 
employees in that they will have to pay higher taxes or get less pensions than 
they otherwise would. Hence, it seems to me that it would be unjust to the 
present younger employees and to future employees to grant now the desire for 
credits after age 65. 

In 15 or 20 years from now, when the majority of those then retiring wil! have 
paid taxes for ali their creditable vears, it may well be that justice would dictate 
that they should then be credited with service after 65. 

Attached are a few illustrations of men retired in December 1950 at ages over 
65. Comparison of columns 6and 8 indicates that those retiring now are already 
getting several times what they have psid for, and that the same is true if the 
amount shown in column 6 is doubled so as to include also the tax paid by the 
railroads. The amount by which the benefits exceed the taxes, except for in- 
terest, must be provided at the expense of the present vounger and future em- 
ployees. Column 9 plus column 10 show the increase provided in H. R. 3669 
over and above the present annuities shown in column 7. The part shown in 
column 10 is what would be added by crediting wages and service after 65 in 
accordance with the provision in the bill to which I object. 
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1 The figures in columns 9 and 10 include allowance for the average amount of a wife’s annuity. 


7. H. R. 3669 relaxes a number of controls that are in the present law for the 
purpose of preventing payment of improper claims. 

(1) The present requirement that to be eligible a parent must have been ‘‘wholly 
dependent” is changed to ‘‘one-half his support,” and the requirement that he 
file proof of dependency within 2 years after the death of the employee is elimi- 
nated. This could permit filing claims 10 or 15 vears later when the checking of 
the claim of dependency might be impossible. 

(2) Under the present law a widower is not eligible for a survivor’s annuity. 
H. R. 3669 would make the widower eligible when he reaches age 65 if at the time 
of his employee-wife’s death or retirement he was receiving one-half his support 
from her. She might have died or retired many years earlier and at that time he 
might have been only temporarily partially dependent upon her. Furthermore, 
there is no time limit within which claim need be made so that the Board could 
check the claim as to dependency. Nor do I see any provision to protect against 
cases where the claimant was only temporarily dependent upon his wife at the 
time of her death or retirement. 

The social-security amendments of 1950 made widowers eligible and presumably 
H. R. 3669 wishes to be as liberal. But H. R. 3669 is more liberal in three respects 
than social security, (a) it does not require proof of dependency within 2 years, 
(b) it requires only “completely insured” instead of both ‘‘completely insured” 
and “‘partly insured,’”’ and (c) does not require that death take place after August 
1950. 

(3) Similar remarks to those made in (2) apply with regard to a husband’s 
benefits. 

8. Dual benefits are not eliminated by H. R. 3669, although they would be 
reduced for some years to come by the provision for reducing the allowable prior 
service in such cases. 

Later, however, this discrimination in favor of the part-time railroad employee 
as against the man who has spent his entire working life in railroad service will 
again come into full play. Aside from curing this discrimination, elimination of 
dua]! benefits would save about $25,000,000 per year on a level basis for the benefit 
of those justly entitled to something. Dual benefits can be entirely eliminated 
only by coordinating the employee’s annuities with social security as was done as 
to survivors’ annuities when they were introduced in the 1946 amendments, and 
only in that way can this possible saving of $25,000,000 be accomplished and the 
discrimination against the full-time railroad worker ended. 

9. Other unjustified liberalizations. (1) Under the present law an annuity can 
be made retroactive for not more than 60 days prior to application therefor. The 
bill proposes to lengthen the retroactive period to 6 months. This change was 
made to keep up with similar liberalizations made in social security by the amend- 
ments of 1950. However, the railroad-retirement system covers disability, and 
I think it improper to ask the Board to determine disability as of 6 months before 
the Board is notified and given opportunity to have the claimant examined. 

(2) H. R. 3669 provides that an employee annuity that has been reduced be- 
cause the employee made a joint-and-survivor election, shall be increased if the 
wife predeceases the employee-annuitant. Following the 1946 amendments 
joint-and-survivor elections were canceled unless specifically confirmed. What 
the bill proposes would be equivalent to lecting those who at that time confirmed 
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their election eat their cake and have it too. It also would be unfair to future 
members of the railroad-retirement system who must suffer the expense. 

As stated at the beginning, I am not in disagreement with the ultimate objective 
of the bill, namely, to bring about greater coordination between the railroad-re- 
tirement system and the social-security-retirement system and to utilize the result- 
ing savings to the former system in liberalizing railroad-retirement benefits. My 
principal objection goes (1) to the failure of the bill to make definite provision for 
the intended coordination between the two systems, (2) to the manner and extent 
to which it apparently contemplates that the coordination shall be effected, and 
(3) to the increases in benefits which are much greater than finances that will be 


available. 
F. C. Squire, Board Member. 


EXHIBIT A 
Anatysis or H. R. 3669 
A, GENERAL DISCUSSION 


The bill H. R. 3669 increases retirement annuities by 13.8 percent on the 
average; minimum retirement annuities by 14 percent when based on years of 
service and by 13.4 percent when based on a flat amount; and retirement pensions 
by 15 percent. The bill provides credit for service after age 65 in all future 
awards, regardless of when such service was rendered; increases the maximum 
creditable and taxable compensation (with respect to compensation paid after 
December 31, 1951) from $300 to $400 a month, for both retirement and survivor 
benefits; and provides an annuity for a spouse of an employee equal to one-half 
of the employee’s annuity or pension, up to $50 a month, but only when the 
employee and his spouse are both age 65 or if, when the spouse is a wife under 
age 65, she has in her care the employee’s child under the age of 18. 

Eligibility for all benefits under the act (other than the residual lump-sum 
guarantee), whether to the employee or to those deriving from him, is conditioned 
by the bill upon the employee’s having completed 10 years of service (including 
service before 1937). Upon the retirement or death of an employee who completed 
less than 10 years of service, benefits to him, to those deriving from him during 
his lifetime, and to his survivors, will be payable under the Social Security Act. 
For such cases, and for the purposes of the work clause in the Social Security Act 
for all cases, ‘“employee’’ service will be deemed “employment” under that act. 
In the adjustments that will be made between the railroad retirement and the 
social-security systems the latter will be allowed compensation for the employer 
and employee taxes it would have received in such cases if such service had been 
“employment” for tax purposes. Such employees will retain the benefit of the 
residual lump-sum guarantee in case the total of the benefits paid in such cases 
under the Social Security Act is less than the taxes which the employee paid (plus 
an amount in lieu of interest) under the Railroad Retirement Tax Act. 

The adjustment between the two systems, mentioned in the preceding paragraph 
is not exclusively related to the transfer to the social-security system of persons 
who have completed less than 10 years of service. Rather it is an over-all adjust- 
ment to compensate the railroad-retirement system for the savings it affords to 
the social-security system from the separate existence of the former. The recoup- 
ment of these savings contributes to making it possible to increase benefits as 
provided in the bill without affecting the financial soundness of the railroad- 
retirement system. The bill, in substance, declares it to be the Congressional 
policy that the social-security system shall neither profit nor lose from the exist- 
ence of the separate railroad-retirement system. Because the railroad-retirement 
system covers an older group and a group which is in other respects a higher-cost 
segment of the national working population, it has achieved savings to the social- 
security system by removing that higher cost segment from the coverage of that 
system. The bill utilizes these savings for increasing benefits under the railroad- 
retirement system without increasing the tax rates for the maintenance thereof, 

Under the present law, a retired employee cannot work in the railroad industry, 
or for the person by whom he was last employed before his annuity began, without 
giving up his annuity for the months he so Works. Under the bill, he will also 
have to give up his annuity for any month in which he earns more than $50 in 
work covered by the Social Security Act, except that this provision will not apply 
to a disability annuitant before he attains age 65. Until that age, an individual 
in receipt of a disability annuity may earn up to $100 a month in work covered 
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by the Social Security Act. The $50 restriction will not apply to work in which an 
annuitant is permissibly engaged before the amendment, that is, work which 
before the amendment did not result in forfeiting his annuity. Service before 
1937 will continue to be credited as under the present law except that an annuitant 
cannot get both a benefit based on such service and an old-age benefit under the 
Social Security Act. He will have to give up the lesser of the two, because the 
social-security formula is so weighted as in effect to allow credit for service before 
1937. 

The bill makes substantial increases in survivor benefits, includes among the 
survivor beneficiaries a widower, and a former wife divorced if she has in her care 
a child of the employee under age 18; and simplifies the procedure for calculating 
& survivor’s insurance annuity by fixing it as an amount equal to 40 percent of 
the first $100 of the employee’s average monthiv remuneration and 10 percent 
of such remuneration up to $300 a month if such average includes social-security 
wages or up to $400 if it does not, plus $1 for each year of ‘“‘employee”’ service 
after 1936. A year of service is, as defined, 12 months of “employee”’ service, 
whether or not consecutive, except that the ultimate fraction of 6 or more months 
of service of an employee who has completed 126 months of service will count as 
1 year. The survivor's insurance annuity amount will be the same for a widow, 
widower, child, or parent, except that if there is more than one child entitled to a 
survivor’s insurance annuity, each child will receive only two-thirds of such 
annuity and one-third thereof will be divided among all such children in equal 
shares. 

Under the present law, if upon the death of an insured employee there is no 
one immediately entitled to monthly survivor benefits, there is payable and insur- 
ance lump-sum equal to eight times ‘“‘the employee’s basic amount” to the sur- 
vivors of such emplovee. The bill changes that amount to 12 times the survivor's 
insurance annuity in such cases, and, in addition, provides for the payment of 
an amount equal to four times the survivor’s insurance annuity even in cases 
where the emplovee leaves survivors entitled to monthly survivor benefits im- 
mediately upon his death. 

If there should be some cases in which the benefits under the Railroad Retire- 
ment Act would be less than the amount, or the additional amount, which would 
be payable under the Social Security Act if the employee’s service were ‘‘employ- 
ment” under the Social Security Act, the benefits under the Railraod Retirement 
Act would be increased to such amount or to such additional amount. 


B. DETAILED DISCUSSION 


The conditioning of eligibility for benefits under the Railroad Retirement Act 
upon completion by the employee of not less than 10 years of creditable service 
is first shown by section 1 of the bill which amends section 1 (f) of the Railroad 
Retirement Act. Under this amendment, the ultimate fraction of six or more 
months can be counted as 1 year of service only if the individual has completed 
126 months of service. Section 2 of the bill makes this condition a specific re- 
quirement for eligibility and, because of this, eliminates, as superfluous, the 10 
years of service requirement (in the first sentence of par. 5 of sec. 2 (a) of the 
Railroad Retirement Act) for a disability annuity. The same condition appears 
in section 24 (d) and (e) of the bill which require the completion of 10 years of 
service for an insured status under the Railroad Retirement Act for the purpose 
of survivor benefits. 

The bili changes the present work clause in the Railroad Retirement Act. 
With respect to disability annuitants, the present law conclusively presumes 
recovery from disability if the annuitant, though still physically disabled, earns 
more than $75 in each of six consecutive calendar months. In such eases the 
annuity ceases, and when the annuitant’s earnings drop to the permissible amount 
his annuity is not restored automatically as in the case of a straight-work clause; 
he has to apply for a new annuity and again establish disability. These complica- 
tions are avoided by sections 2, 4, and the new subsection (e) provided in section 
5 of the bill. Section 2 eliminates the $75 provision referred to earlier, section 4 
provides that an individual in receipt of a disability annuity before age 65 will 
not forfeit his annuity for any month in which he earns no more than $100 in 
employment covered by the Social Security Act (but he will lose the annuity for 
any month in which he works for an employer under the act or for the last person 
by whom he was employed before his annuity began regardless of the amount 
earned), and the new subsection (e) provided by section 5 of the bill defines what 
was referred to earlier as “employment covered by the Social Security Act.” 
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Upon attainment of age 65, a disability annuitant, the same as all other individu- 
als in receipt of annuities under the act, will be subject to a $50 work clause 
similar to that contained in the Social Security Act. Section 27 (e) of the bill, 
however, contains an exception which makes the new $50 work clause inapplicable 
to work in which an annuitant is now engaged if it is the kind which does not now 
result in his forfeiting the annuity. The reason for this exception is that many 
annuitants now on the rolls may have decided to retire when they did relying on 
the provisions of the present law permitting them to engage in employment other 
than for an employer under the act or for the last person by whom they were em- 
ployed before their annuities began. Accordingly, an applicant for a retirement 
annuity had reason to assume that he would have a source of income in addition 
to the annuity, and he may have made plans for his old age on this basis. 

Section 3 of the bill amends section 2 (c) of the act to permit a retirement 
annuity to begin to accrue 6 months prior to the date on which the application is 
filed, assuming, of course, that the applicant is otherwise eligible. There are 
two reasons for this change. Experience has shown that in many cases employees 
have failed to file their applications for as long as 6 months or more after they had 
ceased compensated service. The other is that seetion 9 of the bill provides an 
over-all minimum, that is, if the amount of an employee’s annuity is less than he 
would receive as an old-age insurance benefit under the Social Security Act if 
his “employee” service were “employment”, his annuity is to be increased to the 
greater amount. Under the Social Security Act, however, an old age insurance 
benefit may begin as early as on the first day of the sixth month preceding the 
month in which the application is filed. Consequently, in a case in which an 
employee fails to file his application under the Railroad Retirement Act for six 
or more months after he has ceased all compensated service, the problem would 
have arisen as to whether the employee who, under the Social Security Act, 
would have received old-age insurance benefits for 6 months prior to the month 
in which the application is filed should be paid annuities under the Railroad 
Retirement Act for such months even though under the Railroad Retirement 
Act his annuity could not begin eariier than 2 months before the day on which 
his application was filed. The amendment made by section 3, thereforé, which 
makes possible the beginning of the annuity as early as 6 months before the date 
on which the application is filed, eliminates this problem. 

It should be noted, however, that 6 months before the date on which the 
application is filed could be a day after the first of the month; and in such case 
the problem would still exist with respect to the first month in which the annuity 
begins to accrue. The sponsors of the bill did not wish to depart from the long- 
established principle under the Railroad Retirement Act that an employee's 
annuity may begin to accrue on the day following the last day of his compen- 
sated service. To avoid the administrative problem of applying the over-all 
minimum formula to the annuity which begins to accrue on other than the first 
of the month, the proviso in section 9 of the bill limits the application of the over- 
all minimum to benefits accruing for an “entire month.” The effect of the 
phrase “entire month” is that even if the employee is entitled to an annuity for 
an entire month but his spouse’s annuity begins on a day after the first of the 
same month, the over-all minimum will not apply with respect to such month. 

Section 5 of the bill adds to section 2 of the act four new subsections. The 
first, the new subsection (e), was discussed earlier. The new subsections (f), 
(g), and (h) provide an annuity for the spouse of an employee equal to one-half 
the employee’s annuity, but not in excess of $50 per month. The first proviso 
of the new subsection (f) avoids an inequity which would occur if the spouse’s 
annuity were one-half of an annuity that has been reduced by reason of retire- 
ment before age 65. The employee in such case has already paid for the earlier 
beginning of his annuity by accepting a reduced annuity under section 2 (a) 3 
of the Railroad Retirement Act. Consequently, if the spouse’s annuity were 
one-half of the reduced annuity, the employee would be paying twice for the 
privilege of having his annuity begin between age 60 and 65. The phrase ‘‘or 
recomputed,” in the first proviso, has special significance. It is provided in 
section 7 of the bill that if an annuitant at any time becomes entitled to an old- 
age insurance benefit under the Social Security Act, his annuity shall be reduced 
in such manner as to be based only on service and compensation after 1936; but 
if such a reduction in the annuity would be by an amount greater than his old- 
age insurance benefit his annuity shall be reduced by the smaller amount, that 
is, by the amount of the old-age insurance benefit. In a case in which an indi- 
vidual was awarded a reduced annuity under section 2 (a) 3 and is not entitled 
to an old-age insurance benefit under the Social Security Act when he attains 








66 RAILROAD RETIREMENT AMENDMENTS 


age 65, his wife’s annuity when she attains age 65 will be one-half of the amount 
to which he would have been entitled had his annuity been awarded to him when 
he attained age 65. If, sometime later, he does become entitled to an old-age 
insurance benefit, his annuity will then be recomputed in accordance with the 
proviso in section 7 of the bill and his wife’s annuity will likewise be recomputed 
to be one-half of the smaller annuity. To compensate the wife for this reduc 
tion, however, the second proviso of the new subsection (f) permits her to retain 
also the wife’s benefit under the Social Security Act, which is one-half of her 
husband’s old-age insurance benefit. 

The second proviso in the new subsection (f) also makes certain that in the 
event the wife’s benefit is lost under the Social Security Act because she is entitled 
under that Act to another monthly benefit in excess of the wife’s benefit, the 
reduction in the wife’s benefit under the Railroad Retirement Act will be such 
as to permit her to retain an amount equal to the full wife’s benefit under the 
Social Security Act. This proviso will be applied as follows: If the wife’s benefit 
under that act is, say, $30, which is lost to her because she is also entitled to a 
parent’s benefit under that act in the amount of $40, the reduction in the wife's 
benefit under the Railroad Retirement Act will be only by the excess of the 
parent’s benefit over the wife’s benefit, which is $10; if instead of being entitled 
to a parent’s benefit of $40 in the same example, she should become entitled to an old- 
age insurance benefit of $20 by reason of which a wife’s benefit is reduced to $10, 
the reduction under the Railroad Retirement Act will be zero since the excess 
of the old-age insurance benefit over the wife’s benefit is zero. 

The new subsection (g) defines ‘‘spouse’’ in terms which ordinarily would 
require that the spouse be married to the employee for a period of not less than 
3 vears immediately preceding the day on which the application for the spouse's 
annuity is filed. Where this requirement applies, if the employee’s and the 
spouse’s applications should be filed when they are both 65% years of age, after 
exactly 3 years of marriage, the employee’s annuity could begin 6 months earlier 
(assuming he was otherwise eligible) but not the spouse’s annuity because 6 
months before the application was filed she had been married to the employee 
only 2% years. However, if the spouse is the parent of the employee’s son or 
daughter the period of marriage to the employee is not material. 

In addition to marriage for at least 3 years or parentage of the employee’s son 
or daughter, the spouse must be a member of the same household as the employee 
or be receiving regular contributions toward support from the employee or the 
employee must have been ordered by a court to contribute to the spouse’s sup- 
port. If the spouse is the husband of the emplovee he must have been receiving 
at least one-half of his support from his wife at the time her annuity or pension 
began. 

The term ‘‘spouse’”’ is defined in the same terms as husband and wife respectively 
under the Social Security Act, except that under the Railroad Retirement Act 
the husband is not required to file proof of support within any specific period of 
time. Under the Railroad Retirement Act it is possible for a woman employee 
to become eligible for an annuity at age 60. At that time her husband, even if 
he already were 65, would not be entitled to a husband’s annuity until his wife 
had attained age 65. He would probably not think of filing proof until 5 vears 
later when the 2-year period prescribed in the Social Security Act for flling proof 
of support would have passed and his right to an annuity would be forfeited 
solely on technical grounds. Therefore, since the filing of proof of support is 
merely evidence of dependence, it is deemed sufficient to submit such evidence 
whenever it will serve a purpose. That conclusion having been reached, serious 
doubt arises whether the requirement of the present law that a parent file proof 
of support within 2 vears of the death of the employee is justified. Section 24 (a) 
(3) of the bill eliminates that requirement. here is no probibition, however, 
against filing proof of support whenever the husband or parent wishes to do so. 

By providing for the spouse’s annuity in section 2 of the act, the application 
for the spouse’s annuity will be subject to the same conditions as applications for 
other annuities under that section. The spouse, like the employee, will have to 
cease service for an employer and for the last person by whom the spouse was 
employed before the spouse’s annuity began, as provided in section 2 (a), and 
relinquish rights to return to service as provided in section 2 (b). The spouse’s 
annuity beginning date will be subject to the provisions of section 2 (c); and the 
new subsection (h) of section 2, provided in section 5 of the bill, makes the spouse’s 
annuity subject to the same work clause provisions in section 2 (d) as the an- 
nuitant’s, and in addition, a spouse’s annuity will not be payable in any month in 
which the employee from whom the spouse’s annuity is derived loses the annuity 
by reason of such provisions. 
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A spouse’s annuity will terminate in effect, under the same conditions as a 
spouse’s annuity would terminate under the Social Security Act; and the term 
“absolutely divorced” in the new subsection (h) is intended to have the same 
meaning as the term “divorced a vinculo matrimonii”’ in section 202 (b) and (c) 
of the Social Security Act. 

Section 6 of the bill changes the percentages of average monthly compensation 
to be multiplied by the years of service in the formula for determining the annuity, 
producing an increase in the amount by 13.8 percent, on the average. At present 
these percentages applied to the average monthly compensation are 2.4 percent 
of the first $50, 1.8 percent of the next $100 and 1.2 percent of the balance. The 
bill substitutes for these percentages 2.8 percent, 2 percent, and 1.4 percent, 
respectively. For a $50 monthly compensation, the increase will be 16.7 percent; 
for $100, 14.3 percent; for $150, 13.3 percent; for $200, 13.9 percent; for $250, 
14.3 percent; for $300, 14.6 percent; for $350, 14.8 percent; and for $400, 15 per- 
cent. The phrase “remainder of his monthiy compensation” is limited by section 
8 of the bill to $300 a month with respect to compensation paid through December 
31, 1951, and to $400 a month with respect to compensation paid thereafter. 

Section 7 of the bill, by striking out paragraph 4 of section 3 (b) of the act, 
makes possible the inclusion of all service after age 65, subject to the maximum 
of 30 years as provided in paragraph (1) of section 3 (b) of the act. In addition 
to this amendment, section 7 provides against duplication of credit for prior 
service. The amended Social Security Act is so weighted as, in effect, to give 
credit for service before 1937. In view of this, and since employees who now 
receive credit for service before 1937 have not paid any taxes with respect to such 
service, the sponsors of the bill deemed it appropriate to continue to give credit 
under the Railroad Retirement Act for prior service, but only if the employee does 
not also receive an old-age benefit under the Social Security Act. Consequently, 
whenever an annuitant is or becomes entitled to an old-age insurance benefit under 
the Social Security Act, his annuity will be so computed or recomputed as to base 
it entirely on service and compensation after 1936, except that the employee will 
be assumed to have met whatever service and other requirements were necessary 
in the computation of the original annuity. Thus, if the original annuity was a 
reduced-age annuity, the annuity based on service and compensation after 1936 
will be computed as a reduced-age annuity even though the employee has less 
than 30 years of service after 1936. If, however, the amount of his old-age 
insurance benefit, either as originally computed, or as later recomputed upon his 
application therefor, is less than the amount by which his annuity would be reduced 
as above stated, the reduction will be by the smaller of the two amounts. In the 
case of a pensioner, of course, the reduction will be only by the amount of his 
old-age-insurance benefit since his pension is based on prior service only. The 
reduction in the annuity of a spouse of such an employee will be by an amount 
which would result in the spouse receiving one-half the annuity or pension the 
employee is receiving after such reduction. 

Section 8 of the bill increases the creditable monthly compensation from $300 
to $400 a month beginning with compensation paid after December 31, 1951. 

Section 9 eliminates the requirement of 5 years of service as a qualification for 
the minimum (since the bill now requires 10 years of service for eligibility), and 
increases the minimum annuity from $3.60 to $4.10 for each year of service 
making $41 the lowest possible minimum unless the monthly compensation is 
less than $41 which is unlikely for an employee with as much as 10 vears of railroad 
service. Where the minimum is based on a flat amount, the increase is from $60 
to $68. The proviso in section 9 of the bill is in essence a guaranty that in no 
case will a benefit under the Railroad Retirement Act to an employee and to those 
deriving from him be less than the amount or the additional amount which would 
be payable under the Social Security Act if the individual’s service as an employee 
after 1936 under the Railroad Retirement Act were “employment’’ under the 
Social Security Act. To illustrate, if the total annuities to the employee and his 
spouse is $100 and if the employee’s service were “‘employment” the total of 
monthly benefits to the employee and his spouse under the Social Security Act 
would be $90, and such employee and his spouse have a child under the age of 18 
so that the monthly benefits to all three under the Social Security Act would be 
$110, the annuities of the employee and spouse would be increased proportionately 
to a total of $110. The same guaranty applies to annuities of survivors of an 
employee; so that if the total of survivor annuities under the Railroad Retirement 
Act is less than would be the total of monthly benefits to such survivors if the 
employee’s service were “employment” under the Social Security Act, such total 
of annuities would be increased proportionately to such greater total. 
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In the application of this proviso a number of problems had to be taken into 
account. Thus, an annuity under the Railroad Retirement Act may begin o: 
some day during the month while a benefit under the Social Security Act alway- 
begins only on the first day of the month. In order to avoid the administrative 
problem of applying this over-all minimum guaranty to a part of a month, the 
proviso is made applicable to “any entire month.”’ That this will also apply to a 
case in which the spouse’s annuity begins on some day during the month has 
already been shown earlier. 

If an annuity is reduced as provided in section 3 (b) of the act (sec. 7 of the bil! 
or by reason of other payments based on creditable military service (as provided 
in sec. 4 (i) of the act) the proviso of section 9 will be applicable to the annuit) 
to which the employee is ‘entitled,’ that is, after such reductions. In both 
instances the employee is entitled only to the reduced annuity. 

A section 2 (a) 3 annuity to a male employee is reduced by one-one hundred and 
eightieth for each month that he is under age 65; and an annuity pursuant to a 
joint-and-survivor election is reduced to permit the payment of part of the 
employee’s annuity to his surviving spouse (in addition to the survivor annuit 
pursuant to sec. 5 of the Railroad Retirement Act). If the over-all minimum 
provided in section 9 were applied to the annuities so reduced the employee in 
each such case would receive greater benefit from the over-all minimum than is 
intended or warranted. The language in the parenthesis, therefore, avoids this 
possibility. 

In order to determine whether an employee is insured under the Social Security 
Act for the purpose of applying the over-all minimum, it will be necessary to apply 
the provisions of that act. This will not be necessary, however, if the employee 
is completely or partially insured, in accordance with the provisions of section 
5 (1) (4), of the Railroad Retirement Act; in such case, he will be deemed to be 
fully or currently insured respectively, under the Social Security Act. 

Section 203 (f) of the Social Security Act imposes penalties in addition to the 
work clause for failure to report earnings of more than $50 a month by individuals 
in receipt of monthly benefits under that act. The Railroad Retirement Act 
provides no penalties in addition to the work clause. The question whether the 
over-all minimum would apply where no monthly benefit would be payable under 
the Social Security Act (because of this additional penalty provision) while the 
annuity under the Railroad Retirement Act would nevertheless be payable, is 
answered in the affirmative by the language in the parenthesis. On the other 
hand, the over-all minimum provision will not apply with respect to a month in 
which the annuitant (including a spouse annuitant) works for an employer under 
the act or for the last person by whom he was employed before the annuity began 
even though the amount earned is less than $50 or the annuitant is over 75 years 
of age. Under those conditions no annuity is payable under the act, and the 
proviso applies only for months in which an annuity accrues and is payable. The 
proviso in section 9 will assume timely applications for the Social Security benefits 
but section 27 (j) will not permit such assumption with respect to recomputation 
of the Social Security benefit. 

Section 10 of the bill, by striking out section 3 (h) of the act, will make possible 
the recomputation of an annuity proviously awarded on the basis of additional! 
creditable service and compensation accumulated after the annuity has begun to 
accrue. While this amendment will not permit changing from one annuity to 
another, it wil! make increases in the same annuity possible in cases where the 
original annuity was based on less than 30 years of service. 

Sections 12 through 25 amend section 5 of the Railroad Retirement Act. 
Section 12 adds an annuity to a widower age 65 and provides that in no case 
shall the “survivor’s insurance annuity” of the widow or widower be less in 
amount than she or he received during the lifetime of the employee as a spouse’s 
annuity. The same provision is made in section 13 of the bill for a widow’s 
current insurance annuity. The term “widow” in section 5 (b) and 5 (i) (1) (iii) 
of the act will include a former wife divorced. (See sec. 24 (a) (2) (i) of the bill.) 

Under the present law a widow’s annuity is three-fourths of the ‘employee’s 
basic amount,”’ achild’s and parent's annuity is one-half of the “employee’s basic 
amount,.”’ and an insurance lump sum is eight times the “employee’s basic amount.” 
Many persons misunderstood the quoted term to mean the employee’s annuity 
when in fact it bears no relation to the employee’s annuity but is more nearly 
analogous to a primary benefit under the Social Security Act, and serves no purpose 
other than to arrive at a figure of which a fractional part is paid as a survivor 
benefit. The new term “survivor's insurance annuity”’ Will not be subject to such 
misunderstanding. Moreover, under the bill the widow, widower, child, and 
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parent of a deceased employee will receive the same “‘survivor’s insurance annuity” 
rather than three-fourths and one-half, respectively, of the ‘‘employee’s basic 
amount.” Since under present law an insurance lump sum is eight times the “‘basic 
amount” and a widow’s monthly survivor benefit is three-fourths of a basic 
amount, the insurance lump sum is eight times four-thirds or 103s times a widow’s 
monthly survivor benefit. To maintain approximately the existing relationship 
between the insurance lump sums and widows’ monthly survivor benefits the bill 
measures the insurance lump sums by 12 times a monthly survivor benefit (10% 
being rounded out to 12). 

Section 14 of the bill provides that a child shall receive the full amount of the 
“survivor’s insurance annuity,’’ except that if there is more than one chiod 
surviving the employee, each child shall receive two-thirds of the survivor’s 
insurance annuity and one-third thereof shall be divided equally among all such 
children. 

Section 15 provides against the payment of a parent’s annuity not only, as in 
the present law, if the employee died leaving a widow or child but also if there is a 
surviving widower; and, for the reasons stated earlier, section 24 (a) (3) of the 
bill dispenses with the requirement of filing proof of support. The same 
section 24 (a) (3) of the bill liberalizes the extent of the — required. 

Section 16 deals with a situation in which two or more children survive parents 
both of whom were employees and died insured. In such a situation, unless spe- 
cial provision were made the amounts of the childrens’ benefits would vary de- 
pending on which child filed with respect to the death of which parent. In order 
to avoid such fortuitous variations in benefits section 16 provides that all child- 
ren shall be deemed to apply for annuities with respect to the death of only one 
of such parents. In the selection of such one parent, however, this section re- 
quires that such parent be the one with respect to whose death the children would 
receive the largest possible annuities, regardless of whether the applications are 
filed at the same time. If the amount of the child’s annuity is the same with 
respect to each parent, the selection of the parent is immaterial. 

Section 17 of the bill includes a widower among those entitled to share in the 
insurance lump sum provided by paragraph (1) of subsection (f) of section 5 of 
the act, and in addition makes the following changes in the existing law: At the 
present time if an insured employee dies leaving no one entitled immediately to 
monthly annuities, a lump sum of eight times the basic amount is payable to his 
survivors in the order provided in that subsection. This insurance lump sum, 
however, is not payable if at the time of the employee’s death there is a survivor 
entitled to monthly benefits, except that if the total of the monthly benefits paid 
within 1 year of such death is less than the insurance lump sum of 8 times the 
basic amount, the difference is then paid to his survivors in a certain order as 
provided in that subsection. The bill provides for the payment, upon the death 
of an employee leaving no one entitled immediately to monthly benefits, an 
amount equal to 12 times the survivor’s insurance annuity to the same persons 
who are entitled under the present law to the amount of 8 times the basic 
amount. As has previously been pointed out, 12 times the survivor’s insurance 
annuity in lieu of 8 times the basic amount will preserve approximately the 
same relationship between the insurance lump sum and a widow’s monthly sur- 
vivor benefit as now exists. This section provides also for the payment of an 
amount equal to 4 times the survivor’s insurance annuity in cases in which an 
employee dies leaving survivors entitled immediately to monthly benefits. The 
pevawet of such a benefit in such cases corresponds to a change made in the 
Social Security Act by the 1950 amendments. In addition, if the total of monthly 
benefits paid to the survivors of the employee within 1 year after his death is less 
than an amount equal to 8 times the survivor’s insurance annuity the difference 
will then be paid to persons in the order provided in the bill, so that survivors 
of an employee who leaves someone immediately eligible for monthly benefits 
cannot be paid less than they would have received if there had been no one 
immediately eligible for monthly benefits. 

Section 18 of the bill includes a widower among the beneficiaries of the residual 
lump sum provided in section 5 (f) (2) of the act. With respect to the benefits 
to be deducted from the residual amount, a distinction is made between (i) monthly 
insurance benefits paid to survivors on the basis of combined “employee” and 
“employment” service, and (ii) old-age insurance benefits to, and benefits to de- 
pendents of, individuals with less than 10 vears of service. In the latter case 
the deductions of the social-security benefit is only to the extent that it is based 
on “employee” service. The reason for the distinction is that in the case of 
survivor benefits paid under the Railroad Retirement Act, all of such benefits 
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are deducted from the residual, including benefits based on the combined serv- 
ice. In order to avoid discriminating against individuals with “‘a current con- 
nection with the railroad industry” the act now provides that monthly survivor 
benefits paid under the Social Security Act on the basis of combined service 
should likewise be deducted. However, no retirement benefits are paid under 
the Railroad Retirement Act on the basis of combined service and hence there is 
no deduction of any such benefits in arriving at the residual lump sum. It would 
be inappropriate therefore to deduct more than the amounts attributable to 
railroad service and compensation when social-security old-age benefits are paid 
on combined service to individuals having less than 10 years of railroad service. 

Section 19 of the bill is designated to avoid duplication of benefits either through 
receipt of more than one survivor benefit under the Railroad Act, or through re- 
ceipt of a survivor benefit under that act together with any monthly insurance 
benefit under the Social Security Act, or together with a retirement annuity 
under the Railroad Act. An individual will receive the equivalent of the larger 
benefit, but not both. 

Section 20 of the bill provides a new formula for determining the maximum 
and minimum totals. If the total of annuities is more than $40 and exceeds an 
amount equal to two and two-thirds times a survivor’s insurance annuity the 
totals wil! be reduced to the smaller of the two amounts, but in no case to less 
than $40. If the total is less than $20, it will be increased to $20. All increases 
and decreases will be made proportionately. The maximum will be applied only 
after an annuity has been adjusted by reason of other benefit payments and after 
reductions by reason of the provisions in subsection (i). The minimum, how- 
ever, will be applied prior to such adjustment and deduction. After applying the 
maximum provision, the total, if less than it would be under the proviso of sec- 
tion 3 (e) of the act (as amended by sec. 9 of the bill), will be increased to the 
greateramount. Similarly, if after applying the maximum, the widow or widower 
should receive less than she or he received as a spouse’s annuity, the widow’s or 
widower’s survivor insurance annuity would be increased to the greater amount. 

Section 21 incorporates the same work clause as is now in effect under the 
Social Security Act in addition to the work clause in effect now under the Rail- 
road Retirement Act with respect to employment by an employer under the act. 

Section 22 extends the period for the beginning of a survivor’s insurance 
annuity to the month in which the individual] became eligible even though the 
application therefor was not filed for as much as 6 months after such month. 
This section thus eliminates from the present law the provision that if the applica- 
tion is filed more than 3 months after the month of eligibility, the annuity cannot 
begin earlier than the first of the month in which the application was filed. 

The effect of section 23 of the bill is to transfer to the social-security system 
all persons who at retirement or at death have completed less than 10 years of 
service under the Railroad Retirement Act, the spouses and children of such per- 
sons, and their survivors, with the same effect as if the service of such persons were 
included in the term “employment” in the Social Security Act. The bill makes a 
distinction between those considered to be career railroad employees and those 
who work casually in the industry from time to time. For this purpose some 
reasonable line must be drawn. The bill classes as not career railroaders those 
who at retirement or death have completed less than 10 vears of service. In 
order to make this provision applicable to noncitizen employees working, say, in 
Canada for an employer conducting the principal part of its business in the United 
States, section 23 provides that such service shal! for the purposes of the Social 
Security Act be deemed to have been rendered within the United States. The 
same section changes the present provision of section 5 (k) (2) of the act to declare 
it to be the poliev of Congress that the old-age and survivors insurance trust fund 
shall be in no better and no worse position than it would have been if there had 
been no separate railroad retirement system. This policy is related to but not 
exclusively concerned with the transferring to the social-security system of individ- 
uals with less than 10 years of service. The discharge of liabilities to those with 
less than 10 years of service wil] be given appropriate credit in the adjustment so 
as to avoid any inequitable imposition of liabilities on the social-security system. 
But beyond that, the bill contemplates that the adjustments will embrace what- 
ever transfers are necessary to assure that the social-security system will neither 
gain nor lose from the separate existence of the railroad retirement system. 

Section 24 (a) of the bill includes the definition of “widower” among other 
definitions of survivors; provides the conditions of eligibility both for a widow and 
a widower for survivor benefits; includes in the term “‘widow’’ a former wife 
divorced, but subject to the conditions specified in that section; dispenses with the 
requirement of filing proof of support within a specified time or reasons stated 
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earlier; and provides against forfeiture of a child’s annuity if such child is adopted 
by a stepparent, grandparent, aunt, or uncle. These provisions conform to the 
amended Social Security Act. : f 

Section 24 (b) provides an alternative method of allocating compensation to the 
several quarters of the year in determining insured status under the Railroad 
Retirement Act; section 24 (c) redefines the term ‘‘wages’’ to include not only 
wages covered by the Social Security Act but also self-employment income 
covered by that act as well as amounts deemed wages under section 217 (a) of the 
Social Security Act, on account of military service other than that creditable 
under the Railroad Retirement Act. , 

Section 24 (d) and (e) limit eligibility for survivor benefits to survivors of 
employees who have completed 10 or more years of service. For determining a 
fully insured status, section 24 (d) provides for the exclusion from the elapsed 
quarters any quarter during any part of which a retirement annuity is payable 
and which is not a quarter of coverage. . 

Section 24 (e) includes in the period within which a partially insured status may 
be acquired by an employee the quarter in which death or retirement occurs; 
and in addition provides for the continuance of such status if the employee had the 
necessary quarters of coverage in the quarter in which a retirement annuity will 
have begun to acerue to him. Under this provision if he has a partially insured 
status at the time an annuity begins to accrue to him, he will continue to be par- 
tially insured even though he would not otherwise be so insured at the time of death. 

Section 24 (f) provides that in determining the average monthly remuneration, 
“wages” will be included only if (i) the total creditable compensation for any 
calendar year is less than $3,600, and (ii) the average monthly remuneration, if 
based on compensation alone, would be less than $300. In such case, the amount 
of wages included will be an amount not to exceed the difference between the 
compensation for such year and $3,600; and the divisor will not include any quarter 
during any part of which a retirement annuity is payable and which is not a quarter 
of coverage. 

Section 24 (g) substitutes the term ‘‘survivor’s insurance annuity” for the term 
“basic amount’; changes the formula for computing the survivor’s insurance 
annuity by taking 40 percent of the first $100 and 10 percent of the remaining 
average monthly remuneration, plus $1 for each year of service after 1936. The 
maximum average monthly remuneration possible will be $400, except that where 
the average monthly remuneration is based on the emplovee’s insured status es an 
annuitant or pensioner, the maximum average monthly remuneration possible 
will be $300. Related changes are likewise made in the provisions for computing 
survivor benefits from pensions where wage records are not available. 

The Railroad Retirement Tax Act now provides that, with respect to compensa- 
tion paid after December 31, 1951, the tax rate on employers and employees shall 
be 64 percent of the monthly compensation up to $300. The only amendment 
made by section 26 is to change the figure $300 to $400. 

Section 27 (a) makes the bill effective with respect to benefits accruing after 
the last day of the month in which the bill is enacted, irrespective of when service 
or employment occurred or compensation or wages were earned. The proviso in 
section 27 (a) will facilitate the recertification of annuities now on the rolls of the 
Board. The punch-card records of the Board show the amount of the monthly 
compensation and average monthly remuneration (on the basis of which the 
annuities have been awarded) without fractions of a dollar. If it were not for this 
proviso, the recertifications made by the use of these records would not reflect 
fully the increase provided by the bill unless each file were examined separately, 
but this would be a serious administrative task. 

Section 27 (b) makes effective the provisions for annuities to begin earlier than 
permissible under the present law with respect to annuities awarded in whole or 
in part after the enactment of the bill. The same section makes the crediting of 
service after age 65 effective only with respect to annuities awarded after the 
enactment of the bill. This provision was not made applicable to annuitants now 
on the rolls because the administrative problems of doing so appear insurmountable. 

The effect of section 27 (c) has already been considered earlier in the discussion 
of section 4 of the bill. The term “engaged’”’ on the enactment date does not 
require that the individual be actually working on that date; the term is intended, 
in a broad sense, to include individuals who were on such date in an employee or 
business relationship to the job or business. 

Under section 23 of the bill, individuals who have completed less than 10 years 
of service, and persons deriving from such individuals, will not be entitled to 
benefits under the Railroad Retirement Act. But section 27 (e) confers upon both 
retirement and survivor annuitants whose annuities have been awarded on less 
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than 10 years of service, and the spouses of present retirement annuitants (but 
only during the lifetime of such annuitants), all the benefits of the bill. 

Section 27 (f) of the bill is the answer to numerous complaints from annuitants 
whose annuities were reduced because they elected to leave part thereof to their 
surviving widows, but whose wives predeceased them. 

Section 27 (h) makes certain that the benefits of the bill will apply to individuals 
to whom annuities were heretofore awarded under the Rail Retirement Act 
of 1935. The same section 27 (h) precludes the application of the bill to annuities 
heretofore awarded in lump sums equal to their commuted value. 

Section 27 (i) provides that the annuity of a spouse of an individual in receipt 
of a reduced annuity under the Railroad Retirement Act of 1935, or under the 
Railroad Retirement Act of 1937 in effect prior to its amendment in 1946 shall be 
one-half of the unreduced annuity. 

Under section 3 (b) of the present law, age annuities cannot be recomputed by 
reason of additional service rendered after the annuity has begun to accrue. This 
section is repealed by the bill making recomputations in such cases possible, but 
only upon application therefor as provided in section 27 (g). Further, the proviso 
in section 9 of the bill will require the Board to take into account an increase 
which would be granted under the Social Security Act upon application for recom- 
putation of benefits. While, as stated earlier, for the purpose of this proviso 
original applications will be assumed to be filed on time, the effect of section 27 (j) 
is that no such assumptions will be made for recomputation purposes in applying 
the proviso of section 3 (e) of the act. For such purposes, applications will have 
to be filed with the Railroad Retirement Board. 


EXHIBIT B 
Cost or THE Britt H. R. 3669 


The latest valuation of the Railroad Retirement Account was made as of 
December 31, 1947. The next will be as of December 31, 1950, but data will 
not be available to permit its completion until some time in 1952. For the 1947 
valuation, an extensive study was made of all factors entering into the cost of 
the railroad retirement system. These factors include the rates of retirement of 
railroad employees, the rates of disability, mortality rates, withdrawal rates, non- 
filing, effect of work clauses, payrolls, benefit payments, family composition, 
revenues, and others. On the basis of these studies, certain assumptions were 
made. For the purpose of estimating the cost of H. R. 3669, all of the assump- 
tions of the 1947 valuation were retained except the estimate of future payrolls, 
and the effect of work clauses. A change in estimated payrolls is made necessary 
by the change in economic conditions and rates of pay in the railroad industry. 
As for the fourth valuation, the level payroll used in these calculations has been 
derived from studies of estimated future annual creditable payrolls prepared by 
the Board’s economic staff. Changes in the work-clause allowance are necessary 
because of the more restrictive provisions of the bill as applied to employee 
annuitants. There is no reason to believe that the studies for the next valuation 
will change other assumptions in any material way. All assumptions remain 
reasonably conservative, though probably slightly less so than for the 1947 
valuation. 

Since the task of estimating the costs of H. R. 3669 is more complex than that 
for the present Railroad Retirement Act or for other amendments which have 
from time to time been proposed or adopted, the resulting level-cost estimates 
are necessarily subject to some change up or down. The time available would 
not have permitted a complete analysis of all the factors involved, even if all 
necessary data were available. 

A future equivalent level payroll of $5.2 billion is used. The equivalent level 
payroll is one figure which is used for all years in the future. It is a kind of 
weighted average of a series of differing future annual payrolls in which the 
heaviest weight is applied against the earliest vears to take into account the 
effect of compound interest. The effect on reserve balances is over the long 
range equivalent to the results that would be attained if the same flat tax rate 
were applied to the varying annual payrolls. 

In the 1947 valuation, an equivalent level payroll of $4.6 billion was used. 
In that figure, only a slight allowance was made for wage increases in the future. 
Such increases have already considerably exceeded the allowance made. More- 
over, economic conditions in the railroad industry have been more favorable than 
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was anticipated and will probably continue so for a number of years. Indications 
are that a payroll estimate on assumptions between reasonably high and reason- 
ably low at the present time would be a little under $5 billion. This and the 
$4.6 billion figures are on taxable compensation not in excess of $300 per month. 
H. R. 3669 increases the taxable compensation to $400 per month. The increase 
of the taxable payroll to $5.2 billion on the $400 per month base is quite moderate. 
A greater increase might be justified, but if made would require such changes 
in other assumptions that the net result on tax rate would be minor. 

On the basis of these assumptions, the following estimates of costs in terms of 
tax rates have been made for the various types of benefits provided by the Rail- 
road Retirement Act as amended by H. R. 3669: 


Retirement annuities: 


















i ene edn nana: acenssccenepaesn=eseneinseaepp <e 
Survivors’ annuities: 









Widowed mothers - - ------------. ee ee ee oe 
en cc menedacnncreneanse cn eas = . 43 
a eg Sa eee is tres ones ext hve es : 











Residual lump sums. - . . ..--.-.+.----.----.-. ~~ ---- ee - 40 
eee ane Se OI ee cc ce tec eee ecu 









ee oe kh ae eo nmah oe eoeen 
Net offset: 

A. Value of future benefits according to social-security 
schedule on railroad compensation credited under 
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RarLRoaD RetTIREMENT Boarp, 
Chicago, Ill., May 9, 1961. 






Hon. Rornert Crosser, 
Chairman, Committee on Interstate and Foreign Commerce, 
House of Representatives, Washington, D. C. 

Dear Mr. Crosser: This is a report on H. R. 3755, which you introduced in 
the House of Representatives on April 18, 1951, and which was referred to your 
committee for consideration. 

The biil would amend the Railroad Retirement Act of 1937, as amended, in the 
following respects: 

(a) All retirement annuities payable to employees, pensions, and annuities 
payable to widows on account of joint and survivor options would be increased by 
25 percent. The same percentage increase would also apply to minimum annui- 
ties under section 3 (e), provided that the minimum annuity shal! not exceed the 
monthly compensation. 

(b) The limit on the monthly remuneration used for purposes of computing sur- 
vivor insurance benefits is raised from $250 to $300. 
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(c) The percentage factors entering in the formula used in the computation of 
the basic amount for purposes of survivor insurance annuities are all increased by 
25 percent. The minimum basic amount is increased from $10 to $20. 

d) All benefits presently payable would be increased by 25 pereent with the 
exception of children’s and parents’ insurance annuities, which will apparently 
remain at their present levels. 

(e) Certain modifications are introduced in the maximum and minimum pro- 
visions pertaining to survivor insurance annuities. 

(f) The limit on permissible earnings in social-security employment for recipi- 
ents of survivor insurance annuities is raised from $25 to $50 a month. 

The combined effect of these amendments would be to increase all retirement 
benefits by 25 percent and to increase survivor-insurance benefits by somewhat 
more than 25 percent. The amendments relating to survivor-insurance benefits 
would first increase the earning base on which such benefits are computed and 
then apply to such a higher base a new formula which contains percentage factors 
which are 125 percent of the ones specified in the present Railroad Retirement 
Act. Furthermore, the increase in the minimum basic amount is a full 100 per- 
cent (from $10 to $20), although this is not of major consequence. The bill does 
not provide for the financing of the cost of the added benefits proposed therein. 

Aside from the consideration of additional] costs, there are other reasons why 
the Board believes that the bill should not be enacted. H. R. 3755 would only 

rtially ease the pressing need for changing the benefit structure of the present 
Railroad Retirement Act. In view of the recent amendments to the Social Se- 
curity Act which increased the OASI benefits very substantially, a large area was 
created within which the benefits available under the Railroad Retirement Act 
fall short of corresponding benefits under the Social Security Act, even though the 
employment taxes paid with respect to railroad workers are at present much 
higher. Such anomalies exist in practically all cases of survivor benefits and also 
in certain cases of retirement benefits, particularly where the retired employee has 
a wife age 65 or over. In the opinion of the Board, amendments to the Railroad 
Retirement Act would have to deal effectively with the problem posed above by 
providing a level of benefits such that in no case would they be lower than the 
additional social security benefit which could result from the railroad service bad 
such service been credited under the Social Security Act. The bill H. R. 3755 does 
not accomplish this objective. While the increase in annuities to retired employees 
alone appears more than sufficient, no adequate care is taken of the needs of re- 
tired employees with aged wives, or of widows and children of deceased employees. 
Further, the 25-percent increase in survivor-insurance benefits will still leave such 
benefits far below the corresponding benefits under the Social Security Act. 

The Board made a detailed cost study for the amendments of H. R. 3755, using 
payroll assumptions specified by the railway labor organizations which sponsor this 
legislation. If it is assumed that the creditable railroad payrolls after 1950 would 
be about $5 billion a vear, while at the same time retaining the other assumptions 
of the fourth valuation, the total net cost of the retirement program as modified by 
H. R. 3755 would be 15.61 percent of payroll, which exceeds the taxes scheduled 
under the present law by more than 3 percent of payroll. A detailed breakdown 
of the costs is contained in the attached table. 

In view of the reasons stated above, the Board recommends that no favorable 
consideration be accorded to H. R. 3755. 

Due to the urgent request of your committee, time has not permitted submis- 
sion of this report to the Bureau of the Budget. When we have received the com- 
ments of that Bureau, we shall forward them to you. 

Sincerely yours, 
Witt J. Kennepy, Chairman. 
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Summary of level-cost calculations for amendments contained in H. R. 3755, assuming 
a $5 billion annual payroll after 1950 
[Costs as of Dec. 31, 1950] 
Costs as percent 
Item of payroll 
enema OS iS adhe ora icin dey Wiha Wiss ha 4 era we Sessa ee 
1. Age annuities, pensions, and joint and survivor options_-___-___ 


2. Disability annuities payable before age 65_.......__________- 
3. Disability annuities payable after age 65.._..._..._..-.__-__- 1. 72 


Mo a te ar aa Se nS 


1. Aged widows’ and parents’ annuities__-_......._.__._-____- Zi3 
2: Wideweod mothers’ annuities... 22. 5 ele .21 
a 5 nn i Oe teres, ci ipin nne & RO a . 37 


ee ees hice meena eeereiinw wii 


Ce ase a sn ne ee eek e . 72 
Tk ee hid ids hs os a Sse th Ak ei ei 16. 74 
ee NE ee ay Pee .14 
lg tae ga PP aS ay ra a IE ey 
G. Net level costs after 1950 (D+ E—F)__---._-----_-_-_------- ele 15. 61 


The Cuarrman. Now I understand that some Members of Congress 
are here. We always like, and in fact we almost make it a positive 
rule, to recognize the Members of Congress who want to be heard 
first so that they can get back to work. 

We have one lady here, and out of deference to the ladies I think we 
better hear her first. Mrs. St. George, we will be delighted to hear 
you, but do not make it too long. 


STATEMENT OF HON. KATHARINE ST. GEORGE, A REPRESENTATIVE 
IN CONGRESS FROM THE STATE OF NEW YORK 


Mrs. St. Georae. I will be very brief, Mr. Chairman. 
I introduced H. R. 382, which is to amend the Railroad Retirement 
Act of 1937. I think the most important clause in this legislation 
is in line 6 where it is stated that: 

Individuals who on and after the enactment date will have completed thirty 
years of service or have attained the age of sixty. 

It was always seemed to me that anyone who had worked for 30 
vears on a railroad was certainly entitled to retirement if he so desired, 
regardless of his age. It also seems to me that anyone having attained 
the age of 60 is also entitled to retirement for the same reason. 

Of course, the question of expense has been brought up, but I would 
like to point out, Mr. Chairman, that that has not been gone into 
very carefully, and I would like very much to see this committee 
investigate exactly how much this bill would cost, and I think they 
would be surprised to find that with the amount which is already being 
paid into these funds, which 1 understand is about 11 percent on the 
part of the railroaders, it would not be too difficult to balance these 
books. 

I am very sure that the railroad employees themselves would be 
happy to see some such legislation passed. While L do not necessarily 
expect to have my bill the one which is passed, I do hope that this 
committee will consider some similar legislation. 




































76 


I know that you gentlemen know as well as I do what railroading 
means—the arduous work and the long hours—and that the railroaders 
of this country have always given us faithful service, and I think that 
their Government does owe them something; and in this day and age, 
when everyone is expecting to be taken care of in his or her old age, we 
should certainly like to see the railroaders able to get these retirement 
benefits after 30 years or at the age of 60. 

I think that is all I have to say on this matter, Mr. Chairman. 

The Cuarrman. Thank your, Mrs. St. George. 

Mr. Wotverton. Mr. Chairman. 

The Cuarrman. Mr. Wolverton. 

Mr. Wotverton. Your testimony, Mrs. St. George, is with refer- 
ence to the bill that you introduced? 

Mrs. Sr. Georae. Yes, sir; that is right—H. R. 382. 

Mr. Wotverton. I would like to say at the very beginning, Mr. 
Chairman, that the fact that we have two railroad brotherhood bills 
before us, and that there are some 30 other bills introduced by Mem- 
bers of Congress is sufficient in itself to indicate the very great interest 
that there is in this subject, and I do not think that I am misstating 
the fact when I say that the committee is likewise interested in it. 
We are all anxious to do what is best under the circumstances. 

I think that the basic thing to be considered with reference to all 
of these plans is the effect that they will have upon the fund. I think 
we all recognize the primary importance of maintaining the strength 
of the fund in all that we seek to do in behalf of the railroad workers. 

The Cuarrman. Thank you very much, Mrs. St. George. 

Mrs. St. Georce. Thank you, Mr. Chairman, and gentlemen of 
the committee. 

The Cuairman. Is Mr. Bennett here? 

Mr. Bennett. Yes, sir. 

The Cuarrman. Will you please step forward? 
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STATEMENT OF HON. CHARLES E. BENNETT, A REPRESENTATIVE 
IN CONGRESS FROM THE STATE OF FLORIDA 


Mr. Bennett. Mr. Chairman and gentlemen of the committee, 
my name is Charles E. Bennett, Congressman representing the Second 
Congressional District of Florida. | want to express my very deep 
appreciation to the committee for allowing me to come here to say 
something about the bills which are before us today. 

The CHarrMaANn. You will take no offense when I say to you what 
I said to Mrs. St. George that I would like to have you be brief. 

Mr. Bennerr. Will, sir, then I expect the best thing to do would 
be for me to read what I have here. I hate to read, but I am going 
to read this and save your time. 

Mr. Chairman, I appreciate this opportunity the committee has 
given me of appearing and testifying on behalf of certain bills now 
pending to amend the Railroad Retirement Act. The two major 
bills now being considered by the committee are those introduced 
by its able chairman, H. R. 3669 and H. R. 3755. I strongly favor 
the objective of these bills to raise pension and annuity benefits 
which, because of the rising price level, are at present entirely too low. 
I am not qualified to give a considered opinion on whether this can 
be done without raising the taxes supporting the fund, but it is my 
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understanding that competent actuaries have expressed the opinion 
that this can be done without violating sound actuarial principles. 

In my opinion, H. R. 3669 is a good bill, but, in my judgment, it 
falls short in one particular, and I think the committee should give 
careful consideration to a minor amendment of it before reporting it 
out. My attention has been called to a defect in the present law. I 
have decided against introducing a bill to correct this defect, but 1 
have written the chairman calling his attention to it. With your 
permission, I should like to discuss it here today before the full com- 
mittee, and to ask your consideration of it as a possible amendment to 
H. R. 3669. 

Recently I heard from a lady who had apparently forgotten her 
age and who worked several years past the age of 65. She retired and 
then found that the evidence required for her award showed that she 
was 3 or 4 years older than she thought and that she had been con- 
tributing to the fund during the period she had worked after reaching 
the age of 65. The Board, under the present law had no authority 
to allow her credit for the time she had worked after the calendar year 
in which she reached 65. Section 3 (b) (4) of the present law clearly 
prevents such. Nor was she entitled to a refund of her contributions 
made after 65. I regard this as unfair and contrary to the basic 
principle of the act that contributions should result in benefits. 

Now section 7 of the Crosser bill, H. R. 3669, line 13, page 6, 
recognized the inequity of this provision and it is proposed to delete 
it from the act. owever, the deletion would apply only to awards 
made after the amendment becomes effective and those who, like the 
lady in question, have already received their awards, would not be 
helped. Here I might say that there is apparently an error in the 
print because it says 3 (a) 4 when it really should say 3 (b)4. Anyway, 
there is a mistake in the print you have which you will undoubtedly 
want to correct. This is the result of H. R. 3669 at page 22, lines 
14 and 15. I submit that the commendable purposes of the bill in 
deleting this provision of the present act should be extended to awards 
previously made as well as those hereafter to be made. If it is right 
for one it is right for the other. 

Accordingly, I should like to ask the committee to give careful 
consideration to the possibility of deleting the clause at lines 14 and 
15 on page 22, 

* * * and the elimination of the language in section 3 (a) 4 of the Railroad 
Retirement Act * * * 

apparently an error for 3 (b) 4. This would remove the deletion of 
section 3 (b) 4 as an exception to the general provision of section 27 
(a), and section 27 (a) would then have the effect of making the dele- 
tion effective immediately as to future payments under prior awards. 

Another change should be made in H. R. 3669 to bring about this 
change, after the word “recomputations” in line 22, page 24, add the 
phrase “by reason of the elimination of section 3 (b) 4 and.” This 
would require persons in this position to apply for the additional bene- 
fits. Otherwise it would be administratively impossible. 

I should also like to say a few words in behalf of a bill which I have 
introduced and which is being considered by this committee, H. R. 
3801. This bill would add to the class of those “completely insured” 
within the meaning of section 5 of the act, the widow’s insurance 
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annuity provision, those who rendered at least 30 years of service, 
who died after the second Railroad Retirement Act but before the 
enactment of the present one in 1937, and who paid a tax under either 
of the two prior acts which were declared unconstitutional. 

There are several equities upon which this proposal is based. Since 
it applies to those dying between the date of the enactment of the 
second act and that of the present act, it applies to those who died 
at a time when railroad retirement legislation was in a state of con- 
fusion. It seeks to soften the consequences to the surviving widow 
of such an employee of the Supreme Court decision that the act then 
in effect was unconstitutional. 

However, in the interest of limiting the benefits of this amendment 
to those most deserving, the proposed amendment applies only to 
employees with more than 30 years of service. Thus, pursuant to 
another equitable consideration, the bill rewards the widows of those 
who have served long and faithfully. 

The third condition as to eligibility under my bill is that the 
employee must have made an employee contribution under one of 
the two prior acts. This was made a condition of eligibility in the 
interest of further restricting eligibility under this amendment. How- 
ever, I believe an argument can be made for deleting this requirement. 
Since a number of railroads contested the validity of the earlier acts, 
many employees were prevented from making contributions. Accord- 
ingly, I should certainly concur in a committee amendment to delete 
this provision. 

I shall appreciate the committee’s careful consideration of these 
proposals. Thank you very much for your courtesy in hearing me. 
That is as quick as I could do it. 

The Cuarrman. Thank you very much, Mr. Bennett. 

Mr. Harris. Mr. Chairman. 

The CHatrMan. Mr. Harris. 

Mr. Harris. Mr. Chairman, I think I could say with full confidence 
that had Mr. Rogers, the member of this committee from Florida, 
been present he would have given the usual compliment that the gen- 
tleman from Florida who has just spoken to us deserves for his fine 
statement, and I would like to join with him in commendation of it 
and to express our appreciation for the interest of our colleague in 
coming here on this matter. 

Mr. Bennerr. Thank you very much, Mr. Harris. I do not think 
I should say anything further after that statement. 

I would like however, to say that this legislation you are consider- 
ing is among the most umportant pieces of legislation this Congress 
will have under consideration, and I hope no very long period of time 
will elapse before legislation is enacted relieving this situation for the 
people in this business. They feel frustrated about this situation, 
and large segments of our American population should not be per- 
mitted to feel frustrated without Congress trying to provide a remedy, 
where possible. It should be dealt with actuarily. If this cannot 
be done you should let them know. They feel now, and have felt 
for a number of vears, that the situation should be remedied and 
I think it can be remedied through the two Crosser bills now before 
you. 

I very deeply, on behalf of my constituents, thank you for bringing 
this to a head and trying to settle it. 
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The Cuarrman. Mr. Bennett, for more than 20 years I have been 
trving to do the same thing. 
Mr. Bennett. Yes, you will do a fine job I know, Mr. Chairman. 
The Cuatrman. Is Mr. Van Zandt present? 
(No response. ) 
The CuarrmMan. Is Mr. Golden present? 
Mr. Goupen. Yes, Mr. Chairman. 
The Cuarrman. The committee will be glad to hear you now. 










STATEMENT OF HON. JAMES S. GOLDEN, A REPRESENTATIVE IN 
CONGRESS FROM THE STATE OF KENTUCKY 






Mr. Goutpen. Mr. Chairman and gentlemen of the committee, I do 
not have any prepared statement, but I do wish to express to the 
committee a very deep desire on the part of many of my constituents 
for some improvement that could be justified by the financial status 
of the fund under the Railroad Retirement Act. 

I have a large number of railroad men in the Ninth Congressional 
District of Kentucky. There is a railroad center at Corbin, Ky., 
on the L. & N. Railroad Co.’s line. There is another railroad center 
at Somerset, Ky., on the Southern line, and in Pineville, Ky., we have 
a railroad yard. That is in Bell County. In Loyall, Ky., and in 
Harlan, Ky., we have railroad vards that serve the great bituminous- 
coal field of that section, and many of these railroad employees live 
in Whitley County, McCreary County, London, Ky., in Laurel 
County, in Barbourville, Ky., in Knox, Ky., and other towns and 
counties too numerous to mention. 

Over the past 2 or 3 vears I have received hundreds of letters 
from constituents who are employees of the railroad companies. 
Most of them are very sensible and very reasonable, but all of them 
feel that the time has come when some liberalization of the railroad 
retirement fund should be made. They have given to me many 
valuable suggestions, and I have tried to incorporate their desires 
and wishes in a bill which I introduced during my first term here in 
Congress and in a second bill that I introduced in the present Con- 
gress. 

I have tried to make a study of this problem because I felt that it 
was my duty to represent my constituents as best I could. 

I have tried to consider the financial status of the fund, and the 
great need of the men and women who have worked for many years 
for the railroad companies, and I think it is perfectly apparent with 
the change in the cost of living that there is great need for some necded 
improvements in the act. 

We, of course, are aware of the fact that we had one 20 percent 
increase in the annuities and that, I am sure, was very pleasing to all 
the men and women who had retired and those who have their faith 
in this fund, and who hope to retire in the future, but while that 20 
percent increase was given to the employees the increase in the cost 
of living has multiplied many times over and is much higher now than 
it was when the Crosser amendments were adopted by the Congress. 

I believe that most of the letters which I have received express deep 
concern concerning the widows of railroad employees. I confess that 
the men who have written me, and I have received a large number of 
letters stressing this point, feel that if they should die and leave a 
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widow who has very little income, and no business experience, they 
dread the wait, the time that the present act requires for their widow 
to become old enough to receive part of the retirement fund. 

I think the most sensible, the most unselfish, and the most under- 
standing letters that I have received ask that I talk to my colleagues 
and try to get some improvement so that the widows could begin to 
draw when they need it, as long as they are not remarried, and imme- 
diately after the decease of their husbands. 

I have had, I suppose, 200 or 300 letters asking that there be a 
general across-the-board increase for the men and women who have 
already retired and for the men and women who are still in the 
service. That matter, of course, brings up the serious question of 
how much you men who are the guardians of this fund and the guard- 
ians of the welfare of these men can afford to allow. 

I have only one suggestion, I believe if you do give an increase 
after you have weighed all of the circumstances that the increase 
should apply to the older men who have already retired as well as to 
those who will retire in the future. 

Of course, I suppose that all of us have received requests from our 
people back home that a man be allowed to retire, regardless of his 
age, after he had put in 30 years of service. I have had a great many 
letters that seek an amendment to the act so that they can select their 
5 best years, and some of them mentioned their best 8 years, regardless 
of whether or not those years are to be consecutive to form the foun- 
dation upon which to figure their annuities. I realize that when you 
go back into the past and undertake to make calculations and base 
retirements in the future on those things that you encounter some 
difficulties about whether or not your fund will be strong enough to 
grant those improvements. 

I wish to say to the committee that I think I realize the problem 
that is confronting you. I do believe that there is a great need for 
improvement. I think the fund should be stronger now than it was 
in the past, and I think that the payments into the fund exceed the 
payments out of the fund by something like $200 million per year. 
I ax | be mistaken, but I think that the fund is growing stronger very 
rapidly. 

Glove I should not mention this, but it has been my experience 
that the men and women who work for the railroad companies of 
America are people who, ordinarily, stay in one employment for 
many years. They are some of the best citizens that we have. They 
are industrious. They make a large contribution to our American 
way of life. 1 think universally they are interested in our Govern- 
ment; they are loyal, and I think as my colleague, Mr. Bennett, said 
a moment ago, we are asking you men to grant to them such bene- 
fits as you think you can with a full explanation as to the financial 
strength of their fund. They are deeply interested in that question, 
and I think that this great committee will receive the plaudits of all 
the railroad employees. 

I hope you can get a bill out, and I shall be happy to join this com- 
mittee in securing its passage on the floor of Congress. 

Thank you, Mr. Chairman, and gentlemen of the committee. 

The Cuarrman. Thank you. 

Mr. Priest. Mr. Chairman. 

The Cuarrman. Mr. Priest. 
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Mr. Priest. Mr. Golden, you feel, as I understand it, that we 
should liberalize the benefits, but do you feel that we should make 
anv increase in the payroll tax of the employees? 

Mr. Gotpen. The majority of the men who have talked to me 
about it say that they would be willing to pay more money if it 
became necessary, but I am not sufficiently informed from all of them 
as to whether or not they would want to pay more money. I think 
maybe you could get better information on that from somebody who 
has made an investigation of that. 

Mr. Priest. The payroll tax, I believe, is 6 percent, and it will 
be increased to 6% percent in January. 

Mr. Goupen. Yes. 

Mr. Priest. Which gets it to a rather high point, as far as the 
payroll tax of the employees is concerned. 

That is all. 

The Cuarrman. Thank you, Mr. Golden. 

Mr. Goupen. I appreciate the opportunity of coming before the 
committee. Thank you, Mr. Chairman. 

The Cuairman. Mr. Van Zandt, of Pennsylvania. 


STATEMENT OF HON. JAMES E. VAN ZANDT, A REPRESENTATIVE 
IN CONGRESS FROM THE STATE OF PENNSYLVANIA 


Mr. Van Zanpr. Mr. Chairman, my interest in the Railroad 
Retirement Act is well known to all you you. Over a period of 
several years I have discussed the subject with you and I am pleased 
that you have found it possible to conduct these hearings. @ a & 

I am not unmindful of the fact that in railroad circles the chairman 
of this committee is recognized as a friend of the great railroad fra- 
ternity and that the membership of this committee as a whole are 
held equally in high regard as well. 

I realize that my efforts to secure action ou railroad retirement 
legislation may have at times appeared to be too insistent. However, 
since many of you are conscious of the plight of retired railroaders, 
I feel it is not difficult for you to realize my anxiety to get early 
consideration of the many amendments that have been offered to the 
Railroad Retirement Act. 

As some of you know, I represent a heavily populated railroad 
district in central Pennsylvania. Without fear of contradiction, on a 
percentage basis, it is my belief that I have more active and retired 
railroaders in my congressional district than any other Member of 
Congress. In the city of Altoona, Pa., alone, where there are the 
largest railroad shops in the world, out of a population of about 
85,000, it is common knowledge that a great percentage of the wage 
earners are employed by the Pennsylvania Railroad. 

With the convening of the Eighty-second Congress, I, like many 
other members, introduced bills designed to liberalize the Railroad 
Retirement Act and to increase benefits to not only annuitants 
and pensioners but also to widows and other survivors. 

My bills, namely H. R. 1404, H. R. 1405, H. R. 1406, and H. R. 3806 
are among some 50 similar measures pending before this committee. 
Many of these bills are identical, but they all have a common com- 
mendable goal—the liberalization of the Railroad Retirement Act. 





82 RAILROAD RETIREMENT AMENDMENTS 


Mindful of the fact that you are surrounded by experts who will give 
testimony on every phase of the Railroad Retirement Act, I am not 
appealing to you solely in behalf of my bills, but only in the interest 
of amending the Railroad Retirement Act in the best possible manner. 
I assure you that I have no pride of authorship. My only concern is 
that relief be provided by appropriate amendments to the Railroad 
Retirement Act. 

Like many of you, I have retired railroad employees and survivors 
of deceased employees in my congressional district who are actually 
hungry and living under conditions that you and I would find re- 
pugnant to the American w ay of life. These people are the victims 
of a frozen income over which they have no oe nlly Congress as 
custodian of the railroad retirement fund is obligated to provide 
relief to these people through sound amendments to the Railroad 
Retirement Act. 

According to the Railroad Retirement Board, the average age of the 
disabled and retired annuitant is 70.2 years and the pensioner 81.9 
years; while the average of the widow is 72.8 years. The average 
monthly benefit received by the annuitant is $82.81 monthly; the 
pensioner $70.80 monthly; and the widow $25.59 monthly. 

Keeping in mind the present scale of benefits, it may be well to look 
at the cost-of-living figures as furnished by the Bureau of Labor Statis- 
tics of the United States Department of Labor. As of November 15, 
1950, or about 6 months ago, the cost of living had increased 71 per- 
cent over the cost of living in 1937, the year the Railroad Retirement 
Act became effective. 

For an illustration, food had increased 99 percent; wearing apparel 
89.7 percent; rent 24.3 percent; fuel, electricity, and so forth, 43.4 
percent; housefurnishings 94 percent; and miscellaneous 58.9 percent. 
As I stated, prices of everyday commodities have increased during that 
period. 

While these increases in the cost of living were mounting during the 
period from 1937 to 1951, the recipients of Tailroad retirement benefits 
received but one increase—the 20 percent granted by the Eightieth 
Congress. The widows, however, received no increase. 

It is unnecessary for me to remind you that the 1937 and 1939 
dollar is not the same dollar in value that recipients of railroad retire- 
ment benefits receive today. In Government circles they talk about 

a 50-cent dollar, sometimes a 52-cent dollar, while some economists 
insist that we really have a 38-cent dollar today. With this fact in 
mind, it can truthfully be said that retired railroaders or their sur- 
vivors are not only the victims of the high cost of living, but also of 
an inflated dollar. 

I realize, Mr. Chairman, that actuarial studies are made from time 
to time regarding the solvency of the retirement fund and that they 
are necessary in order to maintain its stability. While conflicting 
information has been received as to the ability of the fund to stand an 
increase in benefits, it is the general opinion that the fund is capable 
of absorbing a reasonable increase when you take into consideration 
the increased income of the fund, resulting from increased wages and 
high employment in the railroad industry. 

‘During the course of these hearings I know that this committee will 
study every one of the many bills pending before you because in these 
bills you will find recommendations that truly represent a cross section 




















RAILROAD RETIREMENT AMENDMENTS 83 


of opinions as to the best possible way of liberalizing the Railroad 
Retirement Act. In your study of the various bills you will find pro- 
visions designed to protect the interest of the active and retired em- 
ployee and to aid the widow and survivors of deceased gn my duet I 
have every confidence that when you have concluded the hearings 
you will be in position to draft, if necessary, a bill that will not only 
liberalize the existing law and increase present benefits, but at the 
same time protect the interest of all concerned by maintaining the 
solvency of the railroad retirement fund. 

Now, Mr. Chairman, in conclusion, I appreciate the opportunity 
extended to me as a representative of the many thousands of active 
and retired railroaders or their survivors residing in my congressional 
district, to appear before you in their behalf. They share my con- 
fidence that this committee will take prompt action in amending the 
Railroad Retirement Act. 

The Cuarmman. Thank you, Mr. Van Zandt. Are there any other 
Members of Congress who have a bill pending? I guess that is all, 
then. 

The next witness will be Mr. Leighty, chairman of the Railway 
Labor Executives’ Association. 

Mr. Leraury. Yes, sir. 

The CuarrMan. Give the reporter your name and official position 


STATEMENT OF G. E. LEIGHTY, PRESIDENT OF THE ORDER OF 
RAILROAD TELEGRAPHERS AND CHAIRMAN OF THE RAILWAY 
LABOR EXECUTIVES’ ASSOCIATION 


Mr. Leicury. Thank you, Mr. Chairman. 
My name is G. E. Leighty. J am president of the Order of Railroad 
Telegraphers and chairman of the Railway Labor Executives’ Asso- 
ciation. I appear here as spokesman for the association. 

The Railway Labor Executives’ Association is an association com- 
posed of the chief executives of 18 standard railway labor organizations 
and the president of the Railway Employees’ Department, A. F. of L., 
which is itself an association of the seven shop craft organizations who 
are all individually represented in the association through their chief 
executives. The organizations represented are the following: 


Switchmen’s Union of North America 

The Order of Railroad Telegraphers 

American Train Dispatchers’ Association 

Railway Employees’ Department, A. F. of L. 

International Brotherhood of Boilermakers, Iron Ship Builders, and 
Helpers of America 

International Association of Machinists 

International Brotherhood of Blacksmiths, Drop Forgers, and Helpers 

Sheet Metal Workers’ International Association 

International Brotherhood of Electrical Workers 

Brotherhood Railway Carmen of America 

International Brotherhood of Firemen and Oilers 

Brotherhood of Railway and Steamship Clerks, Freight Handlers, Express 
and Station Employees 

Brotherhood of Maintenance of Way Employees 

Brotherhood of Railroad Signalmen of America 

National Organization Masters, Mates, and Pilots of America 

National Marine Engineers’ Beneficial Association 

International Longshoremen’s Association 

Hotel and Restaurant Employees and Bartenders International Union 

Railroad Yardmasters of America 
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The employees represented by organizations whose chief executives 
compose the association constitute approximately three-fourths of all 
the railroad employees. 

The association has, and has had for some years, a standing com- 
mittee whose function it is to watch over the functioning of the railroad 
retirement system and particularly to develop and recommend 
amendatory legislation whenever such legislation appears desirable. 
The committee is under the chairmanship of Mr. George M. Harrison, 
grand president of the Brotherhood of Railway and Steamship Clerks, 
Freight Handlers, Express and Station Employees. In addition to 
Mr. Harrison the committee includes Mr. T. C. Carroll, president, 
Brotherhood of Maintenance of Way Employees, Mr. Michael Fox, 
president, Railway Employees’ Department, A. F. of L., Mr. J. M. 
Burns, vice president, Sheet Metal Workers’ International Association, 
Mr. William J. Van Buren, secretary-treasurer, National Organization 
Masters, Mates, and Pilots of America, and myself. 

Over a year ago this committee concluded that the need for amend- 
ments to the Railroad Retirement Act was imminent. However, it 
has not been possible to bring to completion an integrated program of 
amendments until quite recently, partly because the problems to be 
met were difficult and it took much time and study to find the proper 
solutions and partly because, insofar as the problems are related to 
amendments recently made to the Social Security Act, any solutions 
had to be tentative until after those amendments were enacted and 
their final content was known. 

The bill H. R. 3669, which is before this committee, embodies the 
program of amendments which the Railway Labor Executives’ As- 
sociation is sponsoring as the result of the investigation and study 
that I have described. The bill was prepared by our counsel under the 
direction of the association, with the assistance of members of the 
staff of the Railroad Retirement Board and in consultation with 
interested Members of Congress. Its terms are identical to 5. 1347, 
which has been introduced in the Senate by Senator Murray, of 
Montana, on behalf of himself and 11 other Senators. Full hearings 
on the bill have been held before a subcommittee of the Senate Com- 
mittee on Labor and Public Welfare. 

I shall not undertake to present to you a detailed analysis of the 
bill itself. Our counsel, Mr. Lester P. Schoene, who will follow me as 
the next witness on behalf of the association, will do that. It is my 
purpose to place before you a statement of the problems with which we 
have been wrestling and a general description of the legislative changes 
which we believe to be necessary to solve these problems. The bill 
embodies these proposed solutions. 

In the forefront of the problems with which we are confronted is the 
urgent necessity for increasing the amount of the monthly benefit pay- 
ments both to retired employees and to the survivors of deceased 
employees. You, as well as we, are, of course, thoroughly aware of the 
tremendous increase that has occured in the cost of living since 1937 
when the railroad retirement system was enacted. When the system 
was established its benefit provisions were set to bear a reasonable 
relationship to the cost of living as it then was and to the wage income 
that employees were accustomed to receiving prior to their retirement. 
As a result of the increase in living costs and to provide some improve- 
ment in the living standards of wage earners, wage rates generally, and 
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the wages of railroad employees, have increased very substantially 
since 1937. As a consequence, relationships of retirement income to 
living costs and wage rates existing in 1937 have no validity whatever 
today. 

Some measure of relief, so far as retirement benefits are concerned, 
was attained in 1948 when the act was amended to increase these 
benefits by 20 percent. That increase, however, was inadequate at 
the time to reestablish the 1937 relationships and, as you know, both 
living costs and wages have again increased substantially since that 
time. So far as survivor benefits are concerned, there has been no 
increase since the provisions for paying survivor benefits were enacted 
in 1946. The level of those benefits as of that time was determined 
not with reference to living-cost requirements or wage rates, but 
rather with reference to the survivor benefits paid under the Social 
Security Act. The level of those benefits was established in 1939 and 
was pitifully low even as of that time. Although the level of survivor 
benefits set in the Railroad Retirement Act was on the average about 
25 percent higher than those provided in the Social Security Act, to 
give some slight recognition to the much higher tax rates paid by rail- 
road employees, nevertheless the level of survivor benefits as so estab- 
lished in 1946 was less adequate to meet living costs requirements as 
they then stood than the social-security benefits were when they were 
established in 1939. There has been no increase in the amounts 
payable to survivors since they were first established and the maximum 
benefit a survivor can now draw is approximately $41 a month. 

That the amount of benefit payments should be increased no one 
can doubt. If we felt free to increase benefits to the levels warranted 
by the increase in the cost of living we would have to recommend much 
greater increases than those proposed in the bill. Necessarily, how- 
ever, in a prudently financed system the extent to which benefits can 
be increased is limited by the prospective revenues coming into the 
system. Railroad employees feel very strongly that the tax rates 
now in effect for the support of the railroad retirement system should 
not be increased. They are now paying 6 percent on their compensa- 
tion up to $300 per month and will pay 6% percent beginning next 
year. Employees in other industries covered by the Social Security 
Act until recently paid only 1 percent, are paying only 1% percent now 
and the maximum they are scheduled to pay is 3% percent many years 
in the future. It is apparent from these comparisons that any increase 
in the present rates would make the discrepancy intolerable. 

At the same time railroad employees feel equally strongly that the 
financing of the railroad retirement system must be maintained on 
a sound basis. Improvements in benefits are therefore limited to 
such improvements as can prudently be made within the limits of 
the present financing and such new financing as can be provided with- 
out increasing the tax rates. 

The problems with which we are confronted are further complicated 
by the very far-reaching amendments that were made last year in 
the Social Security Act. The railroad retirement system grew out 
of and was specifically designed to meet the needs of the railroad 
industry independently of what might be provided to employees in 
other industries through the general social security system. It is 
important to the industry that the railroad retirement system con- 
tinue on this independent basis to serve the needs of that industry. 
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However, this does not mean that the existence of the social security 

system can be ignored. Benefits under that system have now reached 
such levels that comparisons unfavorable to the railroad retirement 
system cannot be avoided. At the present time all survivor benefits 
under the Social Security Act and many retirement benefits exceed 
the benefits that would be paid for equivalent service under the 
railroad retirement system notwithstanding the much higher con- 
tribution that railroad employees make. We have come to the con- 
clusion that although it is not necessary that the Railroad Retirement 
Act provide benefits in all cases exceeding those provided under the 
Social Security Act, we cannot justify the continuance of a condition 
in which an individual in railroad service, paying the higher tax rate, 
derives less benefit from that service that he would if it were covered 
by the Social Security Act. 

The provisions of the Soc ‘ial Security Act give rise also to other 
problems. The Social Security Act does not in express terms give 
credit for service rendered prior to 1937, as the Railroad Retirement 
Act does. However, the formula used in computing benefits is so 
weighted in favor of those who retire in the early years as in effect 
to give recognition to prior service. If the same individuals have 
sufficient service covered by the Social Security Act to qualify for 
benefits under that act and also receive a railroad retirement annuity 
based on prior service they are in effect getting double credit for 
service with respect to which no tax was paid. Such generosity cannot 
be justified in comparison with the benefits it is possible to provide 
to those who make their careers in the railroad industry or in some 
other industry covered by the Social Security Act. 

The railroad retirement system was designed and has always been 
thought of as being a system covering career employees in the indus- 
try. When the system was formulated it was believed that the 
phrase “‘once a railroader always a railroader”’ had practically universal 
validity. Up to that time there were not available collected indi- 
vidual employment records from which it could be determined to 
what extent people whose major employment is elsewhere work 
casually in the railroad industry. Through the maintenance of the 
individual records that the Railroad Retirement Act requires, that 
information has become available and what it shows is very disturbing. 
It does show that the basic assumption of career employment is correct 
with respect to the big solid core of employees working at any par- 
ticular time. However, it also shows that there is always a substan- 
tial fringe of casual employees who do not make railroading their 
career and who in the aggregate over a period of years outnumber, 
many times over, the career employees. The last annual report of 
the Railroad Retirement Board shows, for example, that 64 percent 
of the employees in service in 1948 had worked every year after they 
entered service and half of that group had entered service before 
1937. On the other hand, out of the total number of new employees 
who entered service in 1938 only 13 percent were working in the 
industry in 1948. The aggregate result of this condition to date is 
shown by the fact that there are now approximately 8 million indi- 
viduals who have had some creditable service under the Railroad 
Retirement Act although the number emploved at the present time 
averages only a million and a half to a million six hundred thousand. 
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I have already stated the conclusion that we cannot justify paying 
an individual less benefits for his railroad service than he would be paid 
for such service if it were covered by the general Social Security Act. 
However, the railroad retirement system cannot serve its primary func- 
tion of meeting the requirements of the career employees and also 
undertake to match social security benefits for those short-term em- 
ployees who work casually in the industry from time to time. Further- 
more, since these short-term employees are virtually certain to have 
their major employment under the Social Security Act they are most 
likely to qualify for benefits under that act. If the railroad retirement 
system were to undertake to pay for such service independently of the 
employment covered by the Social Security Act there would be an 
unwarranted duplication of benefits and an unwarranted expense to the 
railroad retirement account for the payment of benefits to individuals 
whose needs the system was not primarily designed to serve. 

I have so far discussed the most serious and most difficult of the 
problems with which we are confronted. I should now like to tell you 
in a general way how the bill we are asking vou to enact meets these 
problems together with a number of others that I shall develop in the 
course of the discussion. The bill contains a number of provisions 
which increase the amounts of benefits payable. It provides for in- 
creasing retirement annuities by an average of 13.8 percent. The 
basic formula in the present law for computing annuities requires 
multiplying certain percentages of the average monthly compensation 
by the number of years of service. Those percentages of average 
monthly compensation under the present law are 2.4 percent of the 
first $50, 1.8 percent of the next $100, and 1.2 percent of the next $150. 
The bill would change these percentages to 2.8, 2, and 1.4 percent, 
respectively. The pensioners who were taken over from the railroad 
rolls at the beginning of the system and are receiving relatively smaller 
benefits than annuitants would have their pensions increased by a 
flat 15 percent. 

From the changes just described all annuitants will receive a 
moderate but still substantial increase in benefits. The maximum 
annuity now payable would be based on an average monthly compensa- 
tion of $300 per month with 30 vears of service and comes to $144. 
Under the revised formula that would be increased to $165. Of course 
most employees do not get the maximum and the average is far under 
the maximum. The average now being paid is approximately $84 
and that could be expected to increase under the bill to about $95. 
Such an amount appears particularly inadequate for an individual who 
has a wife tosupport. The Social Security Act has long recognized the 
greater need of such individuals. We believe the time has come when 
we should do likewise. The bill consequently provides that when a 
railroad employee has retired and is age 65 or over and has a spouse 
who is also age 65 or over the spouse shall be entitled to an annuity 
equal to one-half of the employee’s annuity but with a maximum of 
$50. We believe that the combination of an increase for all annui- 
tants with provision for the spouse’s annuity makes a well-balanced 
program of recognizing the needs of all annuitants while at the same 
time recognizing the greater need of the man and wife. 

_ With respect to survivor benefits the method of computation is 
liberalized and simplified. The new formula would allow 40 percent 
of the first $100 of average monthly remuneration plus 10 percent of the 
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creditable remuneration over $100. This would provide a survivor 
benefit of $60 if the average monthly remuneration is $300, the maxi- 
mum it is now possible to have. The amount so computed is equal 
to what the benefit would be under the amended Social Security Act 
on the same remuneration. However, in order to give some recogni- 
tion to the higher tax rate paid by railroad employees our bill provides 
that there shall be added to the amount so computed $1 for each year 
of service on which taxes were paid. 

In addition to these liberalized provisions for retirement and sur- 
vivor benefits the bill would establish an over-all minimum applic- 
able both to retirement and survivor benefits that in no case shall 
the benefits paid be less than the benefit or additional benefit that 
would have been derived from the railroad employment if it had been 
covered by the Social Security Act. The Railroad Retirement Act 
as enacted in 1937 carried a similar minimum referring to the orig- 
inal Social Security Act, but that provision became inapplicable when 
the Social Security Act was completely revised in 1939. Until the 
last revision of the Social Security Act the level of social security 
benefits was so low that a restoration of such a minimum was not a 
matter of great importance. Social security benefits now, however, 
are of such a level as to make it important again to guarantee that 
no employee shall sacrifice benefits by working in the railroad industry. 

The problem presented by the casual employees is met by intro- 
ducing a 10-year minimum service requirement as a condition of 
eligibility for either retirement or survivor benefits under the Rail- 
road Retirement Act. Provision is made that employees who at 
retirement or death have less than 10 years of service under the Rail- 
road Retirement Act shall have their railroad service credited under 
the Social Security Act. They will thus receive under that act bene- 
fits based on a combination of their railroad and nonrailroad service, 
thus avoiding both duplication of benefits and a loss of benefits through 
having been in railroad service. In addition, such employees would 
continue to be subject to the guaranty now provided that the benefits 
derived from the railroad service shall not be less than the amount 
contributed in taxes plus an allowance in lieu of interest. By adjust- 
ments between the railroad retirement account and the old-age and 
survivors’ insurance trust fund, which I shall refer to more in detail 
later, the social security system is compensated for crediting this 
railroad service to the same extent as though social security taxes 
had been collected on such employment. 

Although the problems to be met which I have already discusse d 
are the most serious and difficult, there are other troublesome prob- 
lems with which we are confronted but to which the solution is more 
readily apparent. In 1937, the maximum of compensation that is 
creditable and taxable was set at $300. At that time relatively few 
employees were making over $300 per month. The ceiling, there- 
fore, did not result in reducing benefits in any large proportion of 
the cases and did not serve substantially to reduce the tax incomes. 
Under present wage scales, however, its effect in both these respects 
has become much greater. We are proposing, therefore, that begin- 
ning with compensation paid after this year the maximum creditable 
and taxable compensation should be increased to $400 per month. 
Since there is no prior service obligation in connection with this 
change and since the annuity factor applied to this additional $100 
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of compensation in computing the annuity is the smallest of the three 
percentages this change will result in a net gain to the railroad retire- 
ment account. 

I have heretofore referred to the fact that the weighting of the social 
security benefit formula in effect allows credit for service rendered 
before 1937. The Railroad Retirement Act expressly recognized 
such service for persons who held an employment a Wyong to 
the industry at the time the 1935 act was enacted. In order to 
avoid duplicate credit for service on which no taxes have been paid 
to either system, the bill provides that individuals who are entitled 
to retirement benefits under the Social Security Act shall not be 
credited with prior service under the Railroad Retirement Act, with 
the qualification, however, that the resulting reduction in the annuity 
shall not be greater than the benefit to which the individual is entitled 
under the Social Security Act. 

Under the present law an individual who continues in service after 
age 65 pays the same taxes on the compensation he then earns as 
other employees pay, but he receives no credit for that service or 
compensation in the computation of his annuity. That is the issue 
Congressman Bennett presented a few minutes ago. At the time this 
provision was written it was considered a desirable inducement for 
the older employees to retire so as to help relieve the unemployment 
problem, During the last war, however, our problem changed from 
one of unemployment to one of a manpower shortage and that condi- 
tion continues. That condition results in pressure on retired em- 
ployees to reenter service and on employees eligible for retirement to 
continue in service. When such individuals have not accumulated 
30 years of service at age 65 it appears to be an unwarranted discrimi- 
nation against them not to allow them credit for such service up to 
the 30-year maximum which applies when prior service is used. The 
bill therefore proposes that in future awards service rendered after 
age 65 be credited in the same manner as service rendered prior to 
that time, retaining, of course, the 30-year maximum where prior 
service is used. 

Prior to the 1946 amendments the Railroad Retirement Act made 
no provision for survivor benefits as such. However, the act did 
afford an employee the option, within certain limitations, to take a 
reduced annuity during his lifetime so as to provide a survivor 
annuity for his spouse if she survived him, the combined amounts 
being computed to have a value equivalent to the single life annuity 
to which the employee was entitled. With the introduction of survi- 
vor benefits the authority to make such elections was discontinued but 
a few such elections are still in effect by reason of action taken prior 
to 1946. In such cases if the spouse predeceases the employee the 
employee cannot understand why he must continue to take a reduced 
annuity even though it is an established fact that no survivor annuity 
will ever be paid. He feels that by taking the reduction during the 
period that there was any chance that a survivor annuity would be 
paid he has paid for the chance that did not materialize. This 
situation gives rise to bitter complaint that is all out of proportion to 
the savings that accrue to the railroad retirement account through 
continuing the reduction after the death of the spouse. The bill 
therefore proposes that in such cases annuities accruing after the death 
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of the spouse should be in the same amount that would have been 
payable if no election had been made. 

At the present time the only restriction upon retired employees 
reentering employment is that the annuity is not paid for any month 
in which they work for a railroad employer or for the last person by 
whom they were employed before the annuity began to accrue. 
Under employment conditions existing in 1937 such a provision was 
deemed sufficient to assure that individuals who applied for annuities 
at a time when they were eligible to receive them genuinely meant to 
retire and not simply draw annuities to supplement wage payments. 
Retirement annuities are meant to support people who have retired 
and it is an abuse of the system to use them merely to supplement 
wage income. Under present employment conditions such abuses 
can readily occur. We are consequently proposing the introduction, 
in addition to the existing restrictions, of a work clause like that in 
the Social Security Act; namely, that the annuity will not be paid in 
any month in which $50 or more is earned in wages or self-employment 
covered by the Social Security Act. 

I think I have now covered the major subjects dealt with in the 
bill except the matter of financing. There are a number of changes 
in detail which I have not discussed but which will be covered in Mr. 
Schoene’s testimony. I stated earlier that the available solutions to 
our problems were limited by the requirements of prudent financing 
without increasing the taxrates. We meet that limitation in a variety 
of ways. In the last actuarial valuation the level of future taxable 
payrolls was estimated as equal to an average of $4,600,000,000 per 
vear. In making those estimates no account was taken of future 
increases in wage rates and substantial increases have already occurred. 
Under present conditions it is reasonable, and in fact I think very 
conservative, to estimate the future level payroll at $5.2 billion, 
particularly in view of the raising of the maximum creditable and 
taxable compensation from $300 per month to $400. This revision of 
payroll estimates has two important consequences with respect to 
financing. I have already pointed out that the raising of the taxable 
ceiling in itself results in a net gain. In addition, the cost of benefits 
based on prior service results in a smaller percentage charge on the 
payroll when it is spread over a larger taxable payroll. 

he elimination of prior service credits for individuals who are 
entitled to benefits under the Social Security Act also will result in 
savings to the account. Similarly the more restrictive work clause 
will result in savings either through the postponement of retirement 
or through nonpayment of annuities. Likewise savings will result 
from the introduction of the 10-year minimum service requirement. 
The bill contemplates that in the adjustments that will be made 
between the railroad retirement account and the old-age and sur- 
vivors insurance trust fund the standard to be applied will be that 
the old-age and survivors insurance trust fund shall be placed in the 
same position in which it would be if railroad employment were 
covered by the general social security system. Since the railroad 
population is a relatively higher cost segment of the working popula- 
tion than the working population as a whole, the separate maintenance 
of the railroad retirement system relieves the general social security 
system of obligations more than commensurate with the tax income 
that would be derived from the collection of social security taxes on 
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railroad service. It is contemplated that in the adjustments to be 
made between the two funds the railroad retirement account will be 
given due credit for what it thus contributes to the maintenance of 
old age and survivors protection of the whole working population. 

The actuarial experts of the Railroad Retirement Board have made 
an estimate, in terms of level percentage of payroll, of the cost of the 
railroad retirement system as it would be amended by H. R. 3669. 
That estimate is included in the Board’s report to this committee. 
In making that. estimate account was taken of both the increased 
benefits and the savings provided by the bill. The experts estimate 
that the cost is approximately 14 percent of payroll. The tax rate 
beginning next year yields 12% percent of payroll. The difference 
between the tax rate and the estimated level cost is therefore only 
about 1's percent. Taking into account the fact that the cost estimate 
must be based on predictions extending to perpetuity it is obvious 
that such an estimate can at best be only an approximation by which 
to guide one’s judgment. Necessarily as experience develops adjust- 
ments in the system will have to be made from time to time. It is our 
considered judgment that when the tax rate is within a range of as little 
as 14 percent of an estimated cost running to perpetuity, prudent 
financing does not require a change in the tax rate. 

We exercised a similar judgment in 1948 when we recommended 
and Congress adopted amendments increasing railroad retirement 
benefits by 20 percent. The estimated cost of the system as so 
amended was a little over 1 percent in excess of the tax rates. Devel- 
opments since 1948 have already established the validity of the judg- 
ment then exercised. 

Two years later, in other words, these actuaries tell us that the 
fund is now on a sound actuarial basis, although 2 years previously 
they said that if we made these changes there would be a shortage, 
im the same as they have said there will be through what we propose 
ere. 

All our experience under the Railroad Retirement Act, since the 
very beginning, indicates that our experience with the 1948 20 
percent increase is not unique or accidental. We have never yet had 
an actuarial estimate that was not shown by developments in the next 
few years to be an overstatement of probable costs. The first actuarial 
valuation of the railroad retirement account, made as of December 31, 
1938, but published in 1940 showed an apparent shortage of 3.6 percent 
of payroll between the established tax rates and the estimated cost. 
Without any increase in taxes or reduction in benefits, the second 
actuarial valuation, made as of December 31, 1941, and published in 
1943 showed a reduction of this apparent shortage to about 3 percent 
of payroll. 

In the 1946 amendments there was included an increase in taxes to 
meet the apparent shortage disclosed by the first two valuations; but 
the increase provided was not the 3 percent or more indicated by the 
valuation, but only 1 percent. The opponents of the bill argued 
vigorously that the shortage was at least 3 percent. However when 
the third valuation was made as of December 31, 1946, the account 
was shown to be virtually in balance. 

By 1948, estimates then made showed that no increase at all would 
have been necessary in 1946 to cover any shortage. It was because the 
1946 increase of 1% percent was not necessary to cover previously 
85691—51——7 
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indicated shortages that it was possible in 1948 to make a 20 percent 
increase in retirement benefits, costing about 2) percent of payrol| 
by incurring a then-apparent shortage of only about 1 percent. But 
such an apparent shortage was incurred to provide the 20 percent 
increase with no increase in taxes. It was recognized, of course, that 
if costs worked out exactly according to the estimates, or worse than 
the estimates indicated, some adjustment either in benefits or taxes 
would have to be made. However, it was our judgment and that of 
Congress that experience would show the apparent shortage to be 
nonexistent, and when the fourth valuation was made that judgment 
was vindicated. Current estimates of the cost of the present act come 
to 12.18 percent, as against a tax rate of 12.5 percent, or apparent 
overfinancing to the extent of 0.3 percent, at this time. 

Just to see what would happen if, contrary to all previous experience, 
the costs of the act as we propose to amend it were to follow exactly 
the actuarial estimate of about 14 percent, we have had the Railroad 
Retirement Board actuaries run a projection of the progress of the 
Railroad Retirement Account on that assumption. I hand you that 
projection, and would like to have it incorporated in the record at this 

oint. 
r The CuarrMan. Without objection, it will be included in the record. 

(The statement referred to follows:) 


Illustrative projections of taxes and disbursements, and progress of reserve under 
S. 1347, excluding and including adjustments with the OAS] Trust Fund 


[Millions of dollars} 





Excluding adjustments with OASI trust fund | Lacluding adjustments with OASI trust fund 
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1 Includes $6.5 million per year for administrative expenses. 

2 At 244 percent on OASI taxes and benefits, at 3 percent on other items. 

$On the assumption that the amount of the initial settlement will remainin the railroad retirement 
account as a credit against future OASI obligations. 

Nore.—Income and outgo on account of crediting military service performed during World War Ii ar 


not included. f 
Source: U 8S. Railroad Retirement Board, office of the actuary, May 2, 1951. 


Mr. Lererry. I offer it not as a prediction of things to come but 
as an indication of the time in which necessary adjustments can be 
determined and made if developments are worse than past experience 
leads us to believe. It indicates that for a period of about 15 years 
the reserve would continue to increase and would then reach a level 
of over $5 billion as against the present $2.1 billion. Even at the 
end of 40 years the reserve would still exceed its present size. When 
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we bear in mind the numbers of changes that have occurred in the 
last 10 years we have no reason to fear our inability to adjust our- 
selves to conditions as they actually develop. Such a program is 
practical and realistic. The comfort some people derive from precise 
mathematical equality between the present tax rate and predictions 
of cost is the comfort of an illusion. 

Of course, we do not want to take chances with the solvency of the 
railroad retirement account. The bill does not propose to take such 
chances. If experience indicates that changes should be made, we 
will have ample opportunity to make them. Neither we nor the 
Congress have any intention of going out of business in the foreseeable 
future. 

We have devoted months of investigation and study to all phases 
of our railroad retirement system, including the innumerable amend- 
ments which have been suggested, and the proper financing of our 
system. We have arrived at certain conclusions as a result of our 
labors. We believe that we have prepared a well-rounded balanced 
program that meets all the really serious and difficult problems with 
which we are confronted. We recognize that many of the employees 
we represent would like to see a considerable number and variety of 
other changes in the act. Some of these might have merit if they 
could be considered in isolation and apart from all the other problems 
with which we have had to deal. We have given careful consideration 
to all suggested revisions that have come to us. We have had to 
choose and select and exercise our best judgment in relation to the 
total situation. In the exercise of that judgment we have developed 
the program I have discussed with you and we earnestly and respect- 
fully solicit your cooperation in obtaining its enactment. 

Mr. Chairman, I want to thank you for the opportunity of appearing 
before your committee, and for the attention that you and the mem- 
bers of the committee have given to this statement. 

The CuarrmMan. Thank you very much, Mr. Leighty. 

Mr. Leieury. I realize there are many questions that may come 
up with regard to the various proposals, and I can assure you that 
we are ready and willing to answer them. 

The Cuarrman. Mr. Priest. 

Mr. Priest. Mr. Leighty, your statement was very clear, but there 
is one question I would like you to explain in a little more detail. 

In your statement at the bottom of page 13 you say: 

The bill contemplates that in the adjustments that will be made between the 
railroad retirement account and the old age and survivors insurance trust fund 
the standard to be applied will be that the old age and survivors insurance trust 
fund shall be placed in the same position in which it would be if railroad employ- 
ment were covered by the general Social Security System. 

Will you give us a little more detail on that point? 

Mr. Lereury. Yes; I shall be glad to do so, Congressman Priest. 
In the railroad population the average age of workers is greater than 
is the average age of workers in other industries, and it is the older-age 
segment that causes a portion of higher costs of the Railroad Retire- 
ment Act, and we feel that we have undertaken to relieve the social 
security account of a certain amount of additional costs that they 
otherwise would have had to pay. We say that the experts of the 
two systems should get together and determine just how much that 
is. We are not asking for any more for these employees than other 
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industry employees receive. They are all covered by the Social! 
Security Act, and they pay a certain tax rate; and in making this 
adjustment the Social Security fund would be put in the same position 
as though it had collected the same rate of tax on railroad employment 
and had paid the social-security benefits on such employment. 

There will also be the 10-year men that we propose to transfer 
to social security. And that is not a new idea in the pending bill. 
So far as survivors are concerned, you will recall that the adminis- 
trators of the two systems are to get together and determine just how 
the cost should be distributed between them, and they have agreed 
that over a period of vears the social security fund owes to the Railroad 
Retirement fund, as a result of the survivorship benefit payments 
something like $1,600,000, and there was a bill introduced in Congress 
last year to make the transfer of the funds. 

So all these matters will be worked out by the experts of the Board 
so that the social-security system would not suffer as a result of our 
proposal. 

Mr. Priest. Thank you very much, Mr. Leighty. 

The Cuartrman. Mr. Dolliver. 

Mr. Dotutver. I, too, want to compliment you, Mr. Leighty, on 
the very fine and clear statement you have made. I do not know 
that I have ever heard a more excellent exposition of the views that 
you recommend. 

Mr. Leicuty. Thank you, Mr. Dolliver. 

Mr. Dotuiver. I just want to make the inquiry, following what Mr. 
Priest has asked, with regard to having the 10-year men, so-called, 
under social security. Do I understand your proposal to be that the 
men who have worked less than 10 years for the railroads, during their 
employment, would be transferred to Social Security for their retire- 
ment? 

Mr. Lercury. When they retire. Of course, until they retire, we 
cannot determine how many years of service the employee will have 
had in each branch of industry. 

Mr. Dotutver. Yes. 

Mr. Lercury. But if at retirement the employee has spent less 
than 10 vears in the railroad industry, he will be transferred to the 
social-security account. 

Now in many instances that additional service under the Railroad 
Retirement Act when transferred would permit him to qualify under 
the Social Security Act for benefits where he could not qualify if i! 
were not for that railroad service, because you will recall the require- 
ment of 40 quarters of coverage under the Social Security Act, o1 
one-half of the quarters in the working period, and it will permit 
him, in many instances, to secure the benefits that he would not 
otherwise receive. 

But it will also raise his average remuneration under the social- 
security system, because the railroad service is not now creditable 
and all elapsed months in the period of service are used in computing 
the divisor under the Social Security Act whether creditable service 1s 
performed in that month or not and it would make a difference in 
determining his average monthly compensation. 

For example, let us assume that the man works 6 months in the 
railroad industry and 6 months under social security, and his earnings 
would average $300 a month. Without that coverage, his average 
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under social security would be only $150 per month; it would be 
divided by the 12 months in the year. So it has that benefit. 

And we also say that this less than 10-year man, under the Railroad 
Act, will receive additional compensation as the result of his railroad 
service to compensate for all the taxes he has paid into the Rail- 
road Retirement account, under the provision of the law, as set up in 
the present act, which provides for 4 percent of compensation for 
services performed prior to 1947, and 7 percent after that, the amount 
of the maximum tax before 1947 being 3% percent, and the maximum 
tax after 1947 being 6% percent. So he will always be made whole. 

Mr. Dotutver. Do you contemplate in these cases of the retirement 
of men who have spent less than 10 vears in the railroad service, that 
some adjustment will be made as between the social security trust fund 
and the railroad retirement fund? 

Mr. Lereury. Yes. 

Mr. Douuiver. And an adjustment in costs? 

Mr. Lergutry. Whatever the additional cost under the social 
security fund may be as the result of crediting railroad service would 
be credited to the social security fund in the adjustment | have 
described. 

Mr. Douturver. I see. Thank you. 

Mr. Priest. Will the gentleman yield? 

Mr. Douuiver. Certainly. 

Mr. Priest. | would like to ask this additional question: The 
thought is that Social Security will credit this employment. 

Mr. Leieury. That is correct. 

Mr. Priest. If it is less than 10 years. 

Mr. Leicury. Yes. 

Mr. Priest. And then an adjustment would be made as between 
the railroad-retirement fund and the social-security fund? 

Mr. Lereuty. That is right. 

Mr. Prisst. Thank you. 

The CuarrMan. Mr. Heselton. 

Mr. Heseiron. Mr. Leighty, | would like to ask you for some in- 
formation with reference to the comment you made concerning the 
survivorship annuity of the employee. As I understand that is subject 
to the provisions in section 27 (f) of H. R. 3669. That has reference 
to section 2 (c). Ido not have it before me. But I want to ask you 
about this: As I understand, the employee must have been married 
3 years at the time the application is made? 

Mr. Leigury. That is right; we have the same provision in the Social 
Security Act. 

Mr. Hesevron. This may be relevant only in some instances, but as 
I read this, no provision is made for any readjustment in case of re- 
marriage. 

Mr. Leienty. I do not quite get the question. You mean if the 
employee remarries? 

Mr. Hese.ton. Suppose the spouse died, and consequently he could 
go back to the nonsurvivor account. Now assume he is remarried. 
Would he have the benefit of the nonsurvivorship account? There is 
no provision in your recommendation. Should there be any pro- 
vision of that sort? 

Mr. Lereury. We are talking about the wife of the surviving annui- 
tantnow? Yousee, there could be no second wife if she survived the 
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annuitant; he would have to die for any survivor to collect anyway, and 
the second marriage would not come into the survivor-annuitant propo- 
sition. 

Mr. Heseiton. Well, I do not quite understand this provision. 

Mr. Leignty. Under the survivorship provision, when the annuitant 
dies, then the survivorship benefit comes into play, so that remarriage 
would not come into play in connection with survivorship benefits, 
because they would only come into play if the annuitant died and, of 
course, he could not remarry after that. 

Mr. Hesetton. But upon the death of the first wife, under the law, 
the employee would have no protection for a second wife? 

Mr. Leieutry. You are talking about the provision for electing sur- 
vivorship benefits? 

Mr. Hesevron. Yes; which the man selected previously. 

Mr. Leicury. Of course, there are only a few of those left, and we 
have taken, as I have stated in my discussion, we have said that if the 
wife predeceases him, that his annuity will be restored. 

We have taken care of those individuals. Now your question is: 
If this man remarries, would the wife which he married be entitled to 
survivorship benefits under this act? We do not have that election 
any more. 

Mr. Hesei_ron. Although he continues to receive full benefits? 

Mr. Leigury. Yes. 

Mr. Hese.ron. Should the second wife automatically receive 
survivorship benefits? 

Mr. Leicury. Upon his death, if she qualifies otherwise, she would, 
because no survivorship benefits would have been paid to the first wife, 
and could not have been paid to the first wife. Under certain circum- 
stances she might be receiving social-security benefits. 

Mr. Heseiton. Let me see if I understand vour statement. The 
amount that the wife receives is limited to this—— 

Mr. Leieury (interposing). Originally, I think it was originally, 
although I would not be positive about when it was, but in the origina! 
law, it provided that, let us assume the case of an annuitant with $90 
benefits, and he would say, “Well, I will take $50 of that amount, and 
I will allow my wife $40 of that amount,”’ which is what we call a 
joint and survivor account. 

Mr. Hesertron. Yes. 

Mr. Leicury. Now those have passed out of the picture, and we do 
not permit those elections any more since 1946, and those elections 
were required 5 vears before the man retired or upon proof of good 
health when the election was made. Now we have only a few thousand 
who have still elected to continue the joint and survivor annuity 
election, and in those instances if the wife dies before the employee 
does, we propose then to restore the base amount of the annuity; in 
other words, he gets the $90, because there would be no wife to pay 
the survivor annuity to. That is the amount that he has already paid 
for, you see, so we are merely restoring the original base annuity. 
If the emplovee thereafter remarried he would not be allowed to make 
a new election or to reinstate the joint and survivor arrangement. 

Now the 1946 act provided for survivor benefits, which do not result 
in any reduction in the benefits paid to the retired railroad employee. 
That was an additional benefit that was provided under the 1946 act, 
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and when that act was passed, we discontinued the authority to make 
joint and survivor elections. 

Mr. Hesevton. I see. 

The Caarrman. Mr. Bennett. | 

Mr. Bennett. In the case which Mr. Heselton mentioned about a 
beneficiary dying, is the husband permitted again to take the original 
annuity of $90 a month, and then if he remarries would the second 
wife be entitled to the survivorship benefits provided in the joint 
survivorship provision, as | understood you to say? 

Mr. Leteury. The joint and survivorship provision was discon- 
tinued in the 1946 amendments, with the exception of those who 
made the election some years ago; I think there are about 3,000 of 
those people still on the rolls. The question vou ask is, If this $90 
annuity is restored to this man, and he marries again, would the second 
wife be entitled to survivor benefits that are provided for in this act. 
Is that your question? 

Mr. Bennett. Maybe I did not understand you clearly. The 1946 
act gives the wife benefits, additional benefits, after she reaches 65? 

Mr. Lereutry. No; it did not. This is the first time the wife or 
the spouse gets anything out of it, in this proposal. 

Mr. Bennerr. I have one further question. I came in contact 
with a case some time ago, the widow of a man who was eligible both 
under the Railroad Retirement Act and under the Social Security 
Act. In addition, I think she had one small child. She would have 
been entitled to greater benefits under the Social Security Act, but 
the Social Security Board said that in such case she had no right to 
make an election; in other words, she was required to accept the bene- 
fits under the Railroad Retirement Act even though the Social 
Security benefits to which she would have been eligible would have 
been greater. I wonder if this bill does anything about that situa- 
tion. 

Mr. Leraury. We have provided that they will not be less than 
those paid under social security; we have a special provision in that 
ease, but it seems to me that that must be a rather unusual case, 
because until recently the amount under the Social Security Act was 
less; our benefits were approximately 25 percent higher. There 
might have been some combination of circumstances, where you find 
a case where the social security benefits have been higher. But be- 
cause the remuneration is higher, and the survivor benefits are inte- 
grated with social security, it is rather difficult to understand why 
the social security would pay the higher benefits. Perhaps Mr. 
Schoene can throw some light on that. 

Mr. Scuoene. I think that is a condition that could arise only 
after the recent amendments to the Social Security Act. 

Mr. Bennerr. I think that was the case. 

Mr. Scnorene. And this bill would definitely correct that situation; 
the survivor benefits payable under the Railroad Retirement Act 
would in all cases be equal to or in excess of those paid by social 
security. 

Mr. Benner. But suppose the law were not changed, under present 
law, could the widow make an election? 

Mr. Scuorene. No. 
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Mr. Leicuty. Not under the present law. It depends upon the—— 
Mr. Bennett. But should she not have the right to make an elec- 
tion? 

Mr. Leicuty. In the proposal that we are providing for here she 
would not have. She would receive benefits at least equal to that 
paid by social security, and generally higher. 

Mr. Bennett. But should she not be entitled to make an election? 

Mr. Leieury. I do not think she should, or that we should ever 
say that she should be required to make an election. She should 
receive the higher of the two amounts. Of course, if she did make an 
election, presumably she is going to make the one that would be 
higher, although sometimes women are contrary. 

Mr. Bennerr. You said, | believe in response to a question by Mr. 
Priest, that a determination is made to keep the fund reasonably in 
balance. 

Mr. Leiaury. They would balance them periodically, as I said 
before. There are no benefits accruing to either fund, which just 
means that the funds would be adjusted periodically to keep them 
in balance with each other. 

Mr. Bennertr. There is no case for balancing in the case I men- 
tioned, because there is no provision for election. 

Mr. Leignry. Under the present law the benefit is paid in accord- 
ance with the plan with which the annuitant is connected at the time 
of death, and that would be the railroad-retirement fund or the social- 
security fund. There is no provision for any election in that case. 
At the time the present law was enacted it was not necessary because 
the railroad-retirement benefit was higher, until the recent amend- 
ments to the Social Security Act were passed. 

Mr. Bennerr. Thank you. 

The CHarrmMan. Mr. Beckworth. 

Mr. Beckwortn. With reference to the so-called 10-year men, 
is there any indication on their part or have you heard from them as 
to how they feel about this suggestion? 

Mr. Leicguty. No. I would say that we have had complaints 
that some of these men do receive a very small benefit under the 
Railroad Retirement Act, and that if they had been credited under 
social security they would be entitled to a much larger benefit. And 
under the bill we are sponsoring, as you know, we have suggested an 
amendment by which they could come under social security, and if 
their railroad service were included under social security, say, where 
they had had some service under social security before or after their 
railroad service but not enough to qualify, their benefits under social 
security might be higher than those under the railroad-retirement 
law. Another thing, | think that it will actually work to their ad- 
vantage because, as I said before, we have more than 8 million ac- 
counts under the Railroad Retirement system, and of those I think 
there are 5 million accounts of men who have only worked for the 
railroads 2 years or less. We have to bear in mind, in discussing the 
Railroad Retirement Act, that that law was originally designed to 
take care of the man who spent a major part of his working life in the 
railroad service. 

In other words, the so-called railroader worked for the railroad 
during his working life, and that was what the legislation was designed 
to take care of. The ordinary working life of a man is approximately 
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40 years, and the man with less than 10 year’s service is not what we 
call the real railroad employee; he is the one who just drifts in now 
and then because no other employment is available, and we provide 
that at least he is going to be made whole. We have not done any- 
thing that is going to hurt him. 

Mr. Becxwortu. Do you have any information of your own know!]- 
edge as to how the Social Security people feel about this proposal? 

Mr. Leicury. Well, we have discussed it with them informally and 
there seems to be a little difference of opinion between the actuaries 
of the two groups as to what amount the transfer might be, but that 
again is something in the future, depending upon developments, and 
it is based primarily upon an assumption, but I do not think that 
there was any indication on their part in the testimony before the 
Senate that they would object to taking over these 10-year men. 

Mr. Beckxwortn. The actuaries’ statements are not characterized 
by major differences, you say? 

Mr. Lercury. Well, | would say this: that the Railroad Retirement 
actuaries made a very careful study and had all the records of the 
Railroad Retirement Board before them when they made the study. 
On the other hand, the Social Security Board has not had the advan- 
tage of the studies and all of the factors that the Railroad Retirement 
Board does have; and, naturally, in trying to determine all these 
assumptions of a relative nature and the weight that should be placed 
upon them, there is some difference of opinion as to just the percent- 
ages, but I think that when the act is in effect, so they can determine 
the actual operations, there will be no question about their being able 
to make an adequate adjustment between the two funds that will be 
fair and equitable to both of them. 

Mr. Hesevron. Mr. Chairman, I have a further question. 

The Cuarrman. Yes, Mr. Heselton. 

Mr. Hesevron. I would like to have you comment upon the illus- 
tration just given to us. I am not sure I understand it correctly, but 
it looks to me as though it indicates a build-up in the reserve to a 
high point in 1970. 

Mr. Lereuty. It will come between 1965 and 1970. That projec- 
tion is on the basis of 5-year intervals. 

Mr. Hesevron. Yes. And then the reduction continues down to 
the vear 2000. While we will not be around here to talk about it 
then, | wonder what that means. Does that mean balancing it off? 

Mr. Leteury. That means the balance is exhausted if the actuaries’ 
figures are correct. 

Mr. Hesevron. That it remains in balance? 

Mr. Leraury. I say, not in balance; the reserve fund is exhausted, 
as of which time, if that time should come, it would be necessary to 
either decrease the benefits or increase the tax. 

Mr. Hesetron. I see. 

Mr. Lerenty. But our considered judgment, based upon the 
actuarial estimates we have always had since the system was started, 
is that there is an overestimate of disbursements and an underestimate 
of receipts. We think that these figures, and in fact | made a com- 
putation myself on how these figures are used, using a benefit payment 
that would be 10 percent under the estimate shown here, which 
shows that we will have a reserve of about $7,500,000,000. And that 
10-percent reduction in the total disbursements we can show is war- 








100 RAILROAD RETIREMENT AMENDMENTS 


ranted, because, projecting it over a 4-year period, the first year’s 
estimate shows 22 percent greater estimated disbursements than the 
payments actually were; the next year 13 percent; the next year 13 
percent; and the next year 12 percent. So that, on that basis, I feel 
justified in the assumption that the amount of disbursements was 
overestimated by 10 percent; and, using that as a basis, I came up with 
a reserve fund of $7.5 billion and with a fund that leveled out on that 
basis. 

Now I might say that, in addition to this disbursement angle, I also 
think you must realize that we have the pay angle as a further cushion, 
because originally they said that the average payroll would be $2 
billion. Now the payroll is over $5 billion, and the $2 billion estimate 
was made only 14 years ago. 1 realize, as I indicated in my prepared 
statement, the feeling that the actuaries have, because by their very 
nature they are conservative. 1 know that; I happen to be president 
of a legal-reserve life-insurance company, which our organization 
operates, and I have had a great deal of discussion with our actuary, 
and he has told me the percentage used, but that is not for publica- 
tion; so, I am not going to divulge it here. 

Mr. Hesev_ron. Based upon your estimate, do you foresee within 
the reasonable future that the fund would be exhausted under the 
operation of your amended law? 

Mr. Leigury. Congressman, it is my considered judgment that 
the presently proposed amendment can be enacted and put into 
effect, and that the fund will be solvent in perpetuity. 

Mr. Hesevtron. Thank you. 

The CuarrmMan. Mr. Roberts. 

Mr. Rosperts. Mr. Leighty, likewise I should like to join my 
colleagues in commending you for the very fine statement you have 
made. 

Mr. Lerenry. Thank you, Mr. Roberts. 

Mr. Roserts. I remember a case I was connected with at one 
time, when I represented a widow who had six children, I believe, 
under 18. And, I notice in your statement here, you say that, under 
the problem which we are confronted with, you believe it necessary to 
increase the amount of monthly benefits both to retired employees 
and survivors of deceased employees. 

And I notice that in Annual Report of the Railroad Retirement 
Board for 1950, on page 25, the statement is made that the average 
survivor annuity awarded in 1949 ranged from $17.39 for children 
and $30.33 for aged widows. 

Now, it seems to me from my experience with this particular case— 
and I do not remember the exact details, but I recall the man was 
a section hand on a short-line railroad, and I believe the total pay- 
ment to those children amounted to the considerable sum of $7 a 
month. I am wondering if you feel that this bill will more ade- 
quately take care of a situation like that by awarding annuities more 
on the basis of need than on the basis of the wages that the men 
might have received during their lifetime. 

Mr. Leigutry. Well, offhand, I would say that, of course, I do not 
know how much she is getting now, or what average remuneration 
her benefit is based on. 

Mr. Roserts. I do not remember. The section hand made, I 
think, about $25 to $30 a week. 
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Mr. Lereury. Let us assume that he made $125 a month. Now, 
under our proposal she would get 40 percent of the first $100, which 
would be $40. She would get 10 percent of the next $25, which would 
be $2.50, which would make $42.50 base. If he paid taxes for 10 
years, that would be increased by $10 more, which would total $52.50. 

The way this would work out, she would get paid the same amount 
for the first child; and she would get paid two-thirds of that amount 
for the second child. That is an easy way to work it out, although 
not exactly following all the details. But on that assumption, we 
start out with $52.50, and with the children she would receive about 
$140 benefits. She gets 40 percent of the first $100 average per 
month. That would be $40. Then, if the salary were $125, she 
would get an additional 10 percent, which would be $2.50, which 
would make it $42.50. 

Then let us assume he paid the tax for 10 vears. That would be 
$1 each vear in which he paid, which would add $10 to that, so that 
she would have $52.50 for the widow, and the same for the first 
child. The first child would get $52.50, and the second would get 
two-thirds of that amount. 

Mr. Rowerts. Well, | will check those figures, but it seems to me 
that the total she got for the six children—one has since become 18, 
and of course that eliminates that child—but the amount actually 
averaged about $7 a month. 

Mr. Luicury. Well, if vou are going to average it for a widow 
and six children, of course the average for seven beneficiaries would 
only be, if you take the total amount in the neighborhood of $140 
for six children and the widow, that would be only $20 per person. 
But we must bear in mind that the man was only making $125 when 
working and you cannot expect the survivors’ benefits to go much 
beyond what he was getting paid. 

Mr. Leicury. That is even more than the man made when he was 
alive. 

Mr. Roperrs. Yes; I see. Thank you, sir. 

The CHatrman. Mr. Wolverton. 

Mr. Wotverton. | am very much interested in this table that you 
have presented, Mr. Leighty. I only hope I am around at the con- 
clusion of the time set forth in the table so that I can see how well 
it has worked out. 

Mr. Leicury. This is a table of the United States Railroad Retire- 
ment Board, and I am submitting it as that kind of table. As I 
have indicated to you before, my ideas as to what will actually happen 
to the fund are considerably different from that. I think it will 
build up to about $7,600,000,0000 and level off at about $7,500,000,000. 

Mr. Wotverrton. This projects the figures forward to the year 
2000. 

Mr. Leicury. That is right. 

Mr. Wotverron. It is overoptimistic for any of us to hope to be 
around at that time. 

Mr. Chairman, I have a question that I would like to ask from the 
standpoint of the mail that I have received, and I think all of the 
members of the committee as well as the Members of Congress have 
received a great amount of mail on this subject. There is one criticism 
made, among others, with respect to which I have some views of my 
own, and I have tried to answer some of that criticism; but, realizing 
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that you have had far more experience and have greater knowledge 
of the subject than I have, I would either like to have my views 
confirmed or changed in accordance with your experience and knowl- 
edge. Now, a point that is very frequently raised to me in the letters 
that I have received is the criticism that the tax which is paid now 
under the railroad retirement system is much greater than that 
which is paid through the soc ‘ial-security program without a com- 
parable amount being received in benefits. What would be your 
answer to that? 

Mr. Lerenry. First, the complaint is not nearly as serious as it 
appears on the surface after a complete examination of it; but, let 
me point this out to you: We took over prior-service liabilities when 
the system was established. It requires about 3 to 4 percent in tax 
on the payroll to pay the annuities we have taken over on those prior- 
service credits. 

Mr. Wotverton. That is one of the answers I have made. 

Mr. Lerenry. Another thing is that our disability provisions under 
the Railroad Retirement Act are reasonably liberal. There are no 
disability provisions in the Social Security Act. The cost of our 
disability provisions is about 3 percent of payroll. 

Well, you take 3 percent and 3 percent and deduct it from the 12! 
and you get 6% percent of payroll, and that is what social security 
is scheduled to level out at, three and a quarter percent from the 
employee and three and a quarter percent froin the employer. But 
the discrepancies that you hear about in discussing discrimination are 
generally from the shorter-term employees, because under social 
security a man paying tax for 40 vears does not get any more benefits 
than a man who pays tax for 3 years. Social security is weighted for 
the employee with short service, and it was done that way inten- 
tionally, to give credit in that manner for prior service. In other 
words, he may have worked 27 years prior to 1937 and 3 years after 
1937. They do not give him credit for prior service, but they do 
make up for it by having the same amount of benefit for the man with 
3 years’ creditable and taxable service as the man with 40 years of 
such service. 

Now, a man with 40 years’ service under our plan, if he pays tax 
for 40 years can get credit for 40 years in determining his annuity, 
and he is going to get an annuity on that basis. Under our plan we 
are proposing here that with a $400 rate he can draw an annuity of 
$276 as compared with the maximum under social security of $80. 

You can take certain large groups and you can show that the 
social-security schedule is better than railroad retirement. You can 
take other large groups, and you can show that railroad retirement is 
better than social security, but on tbe over-all average with the 
amendments we are proposing here now in which each year a man 
pays taxes contributes to higher survivor benefits than are paid under 
social security. 

We provide for the wives’ or spouses’ annuity, when she attains the 
age of 65, the same as social security does, except that we provide a 
$50 maximum, while the maximum under social security is $40, or a 
25-percent increase there. If you make an over-all comparison between 
two plans vou will see that the man is getting just about what he 
should for the additional tax that he is paying. 
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Mr. Wotverron. I appreciate having the benefit of this expression 
of your views and your explanation with respect to them, and in 
addition to that I want to say that it would seem from your state- 
ment, which has already been referred to as a very complete state- 
ment, that vou have taken into consideration many of the questions 
that are raised in the communications that I have received from 
railroad workers particularly with reference to an improvement in the 
status of the employees and also of the survivors. 

Mr. Leicuty. Thank vou, Congressman. I get so much mail in 
connection with this in my office in St. Louis that I have had to put 
on a man doing nothing but answering mail in connection with 
retirement questions. 

The CuarrMan. Mr. Carlyle. 

Mr. Caruye. Mr. Leighty, with reference to that portion of your 
statement which dealt with employees who have only been in service 
10 years, does that relate to only 10 vears of continuous employment? 

Mr. Leicury. No; if he goes into the railroad industry for 3 years 
and is out for 4 vears, and comes back for 5 years and goes out again 
and comes back for 3 years and has 11 years total service he would be 
eligible. 

Mr. Carzyte. That is all. 

The CHarrman. Mr. Williams. 

Mr. Wixuurams. Mr. Chairman, and Mr. Leighty, I want to join 
with the others in expressing my appreciation for the splendid state- 
ment vou have given the committee this morning. 

Mr. Leieutry. Thank you. 

Mr. WixutaMs. As one of the new members on the committee, and 
1 feel sure this is shared by the others, I must confess my ignorance 
of the ramifications involved in this retirement program, but I will 
say that your statement has certainly shed some light on it for me. 

Mr. Leieutry. Thank you. 

Mr. Witurams. There is one thing I would like to ask vou in 
regard to your statement, and that is where vou advocated stopping 
the payment of annuities to annuitants who happen to make a little 
money on the side. In other words, you put a $50 limit on it. I am 
just wondering what is the reason behind that, particularly in view 
of the fact that these annuitants have made contributions to the fund, 
and, in a sense, the money that is paid back to them in the form of an 
annuity is actually their own money. I am just wondering what the 
reason is behind it. 

Mr. Lerigury. Congressman, at the present time on the retirement 
rolls we have thousands of annuitants who have never contributed one 
dime to the fund. They retired immediately after the act became 
effective, and received credit for their prior service, and have not paid 
a dime into the fund. Now, the longest period that anyone has paid 
into the fund up to this time is a little over 14 years. So, no one on the 
retirement rolls today has paid for the retirement that he is getting. 
Now, that is the prior service liability and a future entrant into the 
service is going to have to assume part of that liability. 

We feel that it is a retiremen’ system, and we are not placing any 
restriction upon our people that is not included in the social security 
system. In other words, a man’s social-security limit is $50, the same 
as our limit, but there are other considerations that enter into it. 
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The actuaries tell us that we can save about $75,000,000 in the net 
cost because of that provision. We were looking for money to pay for 
these increased benefits. We wanted to secure it from the places 
where it would do the least amount of damage. 

Frankly, we would have liked to have made several other improve- 
ments. We would have liked to have provided for retirement at 60 
with 30 vears’ service, but because of the cost we could not do that, 
and we do not think that is essential now because we have a shortage 
of manpower in this country. It is going to be with us for the next 
several years, and every man who is 60 vears of age, or over who is able 
to work is probably going to be called upon to work. So, we do not 
consider that as a crucial issue because of the conditions confronting 
the country. A little later on when it does become an issue we can, 
if it is advisable to do so, amend the act to take care of it. 

We do not think that this is the ultimate. We expect to be before 
your Congress every 2 or 3 years, based on experience to make sugges- 
tions for changes. 

Another thing we wanted to do was, insofar as widows are concerned, 
instead of making them eligible for survivorship benefits at 65 years 
of age, we wanted to make them eligible even as low as 50 vears of age 
because we find it is difficult for a woman the age of 50 to secure em- 
ployment, but we found that would cost about 1.7 percent of the payroll 
and the funds just were not there to do that. So there are a lot of 
benefits that we would like to see written into the law, but we cannot 
do it because of the financial problem involved. 

After we have had a little more experience with some of these items, 
and see how they work out, and we find what we can do then, later, 
you can rest assured we are going to be before your committee with 
proposed amendments which will permit it to be done. 

Mr. Wixurams. Then, as I say, the primary reason for that would 
be to aid this fund in getting over its present difficult hump, you 
might say? 

Mr. Leiegnty. Yes; and another thing we have in mind is we believe 
again that these people will stay on because of their interest in their 
work, because of the manpower shortage, and for the next few years 
everyone of us is going to have to do his part because of the crucial 
condition confronting our country. 

The Cuarrman. Thank you, Mr. Leighty. 

Mr. Leienty. Thank vou, Mr. Chairman. 

The CuHatrMan. I notice that Mr. Rees and Mr. Cunningham have 
come in since we started the testimony of Mr. Leighty. 

Mr. Hate. Is Mr. Leighty leaving? 

The Cuarrman. I thought we were going to close the hearing as 
soon as Mr. Leighty was through on account of the agricultural bill 
being up on the floor, and I thought he was through. 

Mr. Hate. If Mr. Leighty is reappearing here I will not bother 
him now. 

The CuarrMan. No; he will not make any further appearance 
unless he is called back by the committee. 

Mr. Hate. I just wanted to ask Mr. Leighty a question. 

Mr. Leighty, am I correct in understanding that the railroad 
retirement system antedates the social security system? 

Mr. Leteury. That is correct. 

Mr. Hare. By how much? 
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Mr. Leircuty. The present system does not antedate the Social 
Security Act. We had an act passed in 1934 which was declared 
unconstitutional, but the act that was finally passed, and that we are 
working under now with amendments, is the 1937 act. So, while we 
had retirement acts passed prior to the Social Security Act, I think 
the Social Security Act came in in 1935. 

The CuatrmMan. Don’t forget that there was also a Railroad Retire- 
ment Act passed in 1935. 

Mr. Leicury. There was the 1934 act, the 1935 act, and then the 
1937 act was finally set up. 

Mr. Hate. What I would like to find out, which is probably a very 
elementary question, and may even be a stupid one, is why is it 
desirable to have two retirement systems side by side? 

Mr. Leieutry. There are a number of reasons for it. Primarily, 
I would say because of the unusual conditions which surround the 
railroad industry in many respects, which Congress has recognized in 
the enactment of much legislation applying specifically to the railroads. 
There are many reasons for it. We have always had separate arrange- 
ments with respect to retirement, and we provide for many benefits, 
we use different methods in paying out annuities, and other benefits, 
and when we want something done that applies solely to the railroad 
industry, if we were in the big plan vou could find conflict. We have 
a plan here that takes care of the needs of this group. It is phain that 
the railroad employee does not want a merger with social seeurity 
and if vou had a merger of the plans vou would run into many, many 
difficulties. 

Mr. Hate. You think that anything like an assimilation of one 
into the other would be unfortunate and would be unjust to the 
railroad workers; is that right? 

Mr. Leienty. That is correct; that is correct. 

Mr. Hate. Thank vou very much. 

The Cuarrman. Thank vou, Mr. Leighty. 

I was going to ask if vou gentlemen would like to say a few words 
on this matter? 

Mr. Cunnrncuam. Mr. Chairman, I was over on the Armed 
Services Committee all morning, and I just came in here a little 
while ago. I am not prepared at this time to give any testimony, but 
I would like the privilege of filing a written statement on this later. 

The CHarrMAN. Very well; that permission is granted. 

(Mr. Cunningham later testified. His statement appears on p.322.) 

The Cuarrman. Mr. Rees. 

Mr. Rees. Mr. Chairman, if it is agreeable to the committee, | 
would like to appear before the committee tomorrow or any future 
date fixed by the committee to address the committee for about 5 or 
10 minutes on the bill that I introduced. 

The Cuarrman. All right; we will hear you tomorrow morning for 
5 or 10 minutes. 

Mr. Rees. Thank you, Mr. Chairman. 

The CuarrMan. | think we had better adjourn the session at this 
time, as it is about 20 minutes past 12 now, and there is an important 
bill before the House. Mr. Schoene follows next with a legal discussion, 
and we all want to be here when he makes his statement. So, we 
will adjourn the committee hearings now until 10 o'clock tomorrow 
morning. 

(Thereupon, at 12:22 p. m., the committee adjourned until tomorrow 
Wednesday, May 16, 1951 at 10 a. m.) 
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WEDNESDAY, MAY 16, 1951 


House or REPRESENTATIVES, 
CoMMITTEE ON INTERSTATE AND FoREIGN COMMERCE, 
Washington, D. C. 

The committee met, pursuant to recess, at 10 a. m., in room 1334, 
New House Office Building, Hon. Robert Crosser, chairman, presiding. 

The CuarrMan. The committee will be in order. 

We have the privilege of having a distinguished Member of the 
House with us today who would like to present his views; Mr. Rees, 
of Kansas. 


STATEMENT OF HON. EDWARD H. REES, A REPRESENTATIVE IN 
CONGRESS FROM THE STATE OF KANSAS 


Mr. Rees. Thank you, Mr. Chairman. 

Mr. Chairman, I do want you to know that I appreciate your 
letting me have a few minutes’ time here to testify in support of legis- 
lation for the benefit of retired railroad employees and their survivors. 

The CuarrMan. It is a privilege to hear you, Mr. Rees. 

Mr. Ress. I introduced H. R. 3367 March 20, 1951. It provides 
for increases in payments to those who have retired from the railway 
service and their survivors. In simple terms the bill I submitted would 
add 25 percent to the payments now being granted under the terms 
of the Railroad Retirement Act. The approval of the bill in my opin- 
ion would be an act of simple justice. This Congress has approved 
legislation increasing retirement benefits for many other groups. 
Only recently Congress approved legislation liberalizing and in- 
creasing coverage under the Social Security Act. Congress also pro- 
vided for increases in benefits for those who retired from Government 
service, 2,000,000 of them. 

The reason for doing this was of course largely because of the 
mounting increased cost of living. There have been few changes or 
amendments in the Railroad Retirement Act since 1937, except a slight 
increase some 4 or 5 years ago. I think I should add right here that 
Congress has seen fit to approve increased pensions or benefits for 
other groups, where the entire increase came from Federal funds. 

I mention this only to indicate that a policy that has been pretty 
well followed by Congress in dealing with the question of retirement 
benefits. The railroad retirement system is the only one that I know 
of where contributions of sufficient amount by the employer and 
employee are expected to make it actuarily sound and without 
cattiaiiahient from the Federal Government. 

Of course, if anyone is willing to take the time to explore the 
situation and compare the program and benefits of the Railroad 
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Retirement Act with the Social Security Act, it is clearly observed 
that social security is more liberal with respect to retirement bene- 
fits for the average workingman who has a wife and two or three or 
four children than under the provisions of the Railroad Retirement 
Act. But there are other things to be considered that are favorable 
to this act, among which are disability benefits. 

I want to commend this great organization of railroad employees, 
numbering approximately a million and a half people, who occupy 
such an important place in the business and industry of this country. 
I commend them for the conservative and careful manner in which 
they have guarded the funds of this organization to make sure that 
they are solvent so there would be no question about its ability to 
meet payments to those who are depending upon it for a living after 
they have retired from active service. 

I am advised the question will be raised as to whether this fund 
can stand the extra charges of this legislation in the event it is ap- 
proved. I think there are at least two or three answers, perhaps 
more. <A considerable amount of money could be saved, maybe com- 
paratively small, but a good many dollars, in administrative expenses. 
Railroad men generally are quite familiar with the terms and pro- 
visions of the Railroad Retirement Act, and do not require nearly 
as much service as those, for example, who are included under the 
Social Security Act, or those who retire from Government service. 
Ijthink, too, a good deal of money may be saved there. 

Furthermore, there should be an increase in the funds by reason 
of increases in salaries and wages during the last 2 or 3 vears. This 
would add to the amount of the fund. The charges against this 
fund should not be quite so great as thev have been, because of the 
burden assumed under the act when first made effective. That is 
to say, there were thousands of employees included under the bene- 
fits of the act who had not had a chance to contribute to these funds 
Then there is a further consideration that many employees work 
past the age of retirement, instead of retiring from service and taking 
advantage of the provisions of this act. 

Then there is the question before this committee of increasing the 
amount subject to tax from $300 to $350. That might at least be 
explored. I am informed there is considerable question, by the way, 
among actuaries with regard to the amount of funds required for 
substantial reserves. 

Mr. Chairman, the present meeting of so many people under the 
terms of this act is such that relief ought to be granted. When the 
Railroad Retirement Act was passed, it was certainly expected there 
would be sufficient funds for the recipients so they would be reason- 
ably well taken care of. Now because of the increased cost of living, 
and other expenses, their benefits are reduced by more than 50 per- 
cent. The situation, in my judgment, is imperative. It was certainly 
not anticipated that these older people would be retired to use up 
their accumulated savings, if they had any, as they are doing at the 
present time, in an effort to adjust themselves to a class of living 
that is far below normal. 

Here is a group of many thousands of highly respected American 
citizens who have had so much to do with the building and the 
development of American life, a segment of people who are among 
the high-class citizens of this country. It is not right that this group 
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of American citizens should be neglected because of the failure of 
Congress to take action in their behalf. After all, the funds upon 
which they are dependent, as I said before, do not come from the 
taxpayers of this country, but from their own wages and allocations 
from the employers, such allocations being contributed really as a 
part of the compensation of the workers themselves. 

Mr. Chairman, it is my opinion, having given this proposal pretty 
careful consideration, and as conservative as I am with respect to the 
expenditure of funds, that here is a case where the Congress should 
take action. I understand the average annuity is approximately $83, 
and dependent survivors approximately $37 per month. Back in 
1937 or 1938, even 1940, or further along than that, the compensa- 
tion was not too much out of line, but it certainly is at the present 
time. I hope this committee will see fit to approve this legislation 
or legislation similar thereto. 

I thank you very kindly for this opportunity of addressing you this 
morning. 

Mr. Wotverron. I consider the statement that the gentlemen has 
made, one that is in accord with the general feeling with respect to 
the necessity to provide some additional help to those who retire or 
who expect to retire. Your statement indicates, Mr. Rees, that vou 
have given the subject considerable thought. 1 know you speak with 
sincerity because that has been characteristic of your whole attitude 
toward workers. While your particular interest by virtue of vour 
committee assignments has been with reference to Government 
workers, vet it is very plain to see from your statement that your 
interest does not begin and end with Government workers but does 
extend to workers in the railroad industry and workers in general. | 
am pleased to hear your endorsement that you have given to the bills, 
without particular reference, but to the general subject of improvement 
of benefits. 

Mr. Rees. Thank vou. 

Mr. Doututver. I join in the statement of my colleague and com- 
mend you, Mr. Rees. 

Mr. Rees. Thank vou, Mr. Dolliver. 

The Cuarrman. Thank you, sir. 

We will now hear from our distinguished colleague from Louisiana, 


Mr. Brooks. 


STATEMENT OF HON. OVERTON BROOKS, A REPRESENTATIVE 
IN CONGRESS FROM THE STATE OF LOUISIANA 


Mr. Brooks. Thank you, Mr. Chairman. Mr. Chairman and 
gentlemen of the committee, through the vears I have been closely 
associated with rail workers—those retired and those still actively 
engaged in their respective skills. 

Few groups of workers in the Nation have contributed so much to 
the development of the natural wealth of the country as have the rail- 
road workers, and certainly they deserve good pay and a good retire- 
ment program for their efforts. 

Inflation has rendered present retirement annuities pitiful for those 
who must now depend upon these payments. 

Consider the case of the average retired railroad worker. For 
many vears he gave a good day’s work for every day's pay. Paving 
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into the retirement coffers for years, he had naturally begun to expect 
that he would receive a retirement pension in line with his needs, to 
help him in later years. Upon retirement, he finds instead that the 
soaring cost of living has caused his pension to become entirely in- 
adequate to maintain a decent living standard for himself and his 
family. 

It is for this reason that I have introduced H. R. 166, a bill to in- 
crease the retirement annuities by 25 percent. For several years | 
have introduced similar bills and worked hard to get them passed, 
because I have been aware of the need for an adjustment of the 
annuities. 

I would certainly like to see this figure increased even more; but | 
am mindful of the assessment upon the active rail workers which 
finances this program, and of the need of protecting the retirement 
fund. The nonretired rail workers are also feeling the bite of inflation 
and should not have to pay an assessment beyond their ability to pay. 

The bill, H. R. 3669, proposes an increase of 13.4 percent, just a 
little more than half of what my own bill proposes. Supporters of 
this bill maintain that this is the greatest increase in the annuities 
possible without hiking the current assessment. 

I am not an actuary, and certainly do not intend to launch an attack 
upon actuarial science. But I had hoped that the men with the pencils 
and algebraic formulas could do better by the retired rail workers. 
Grocery prices have gone up more than 13 percent. Clothing prices 
have been increased more than 13 percent. Rent, transportation, 
medical services, and all the other necessities of life have risen more 
than 13 percent. 

I have confidence in this committee and know that it will permit as 
large an increase as the retirement fund will allow, keeping always in 
mind the admonition not to kill “‘the goose that lays the golden egg.” 
Appropriate action should be taken as soon as possible. 

The CuHarrmMan. Thank you, Mr. Brooks. 

We will now hear from Mr. Lester Schoene. 


STATEMENT OF LESTER P. SCHOENE, COUNSEL, RAILWAY LABOR 
EXECUTIVES’ ASSOCIATION, WASHINGTON, D. C. 


Mr. Scuoene. Mr. Chairman and members of the committee, my 
name is Lester P. Schoene. I am a lawyer engaged in general practice, 
a member of the firm of Schoene & Kramer, with offices at 1625 K 
Street NW., Washington, D. C. I appear here as counsel for the 
Railway Labor Executives’ Association, the proponents of the bill 
H. R. 3669. 1 have had occasion to appear before this committee a 
number of times throughout the vears, although I have not had such 
an opportunity for the past approximately 3 years. While I see a 
number of familiar faces here, I also see a number of new ones, and 
under those circumstances, it may not be inappropriate to advise the 
newer members that although I do not claim to be a specialist or an 
expert on any particular subject, I do have considerable experience 
with the subject matter that is before the committee this morning. 

I entered Government service in 1934, as assistant general counsel 
to the first Railroad Retirement Board, immediately following the 
enactment of the first Railroad Retirement Act. I served in that 
capacity until after the Supreme Court held the first Railroad Retire- 
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ment Act unconstitutional. I then transferred to other Government 
service for a period of approximately 2 years, and then returned to the 
Railroad Retirement Board as general counsel in 1937. 

I served in that capacity for a period of some 5 vears, and then again 
transferred to other Government service at the time the Board’s offices 
were moved out of Washington. 

I established my law office in 1944, and very shortly thereafter was 
asked by the Railway Labor Executives’ Association to work with 
them in the development of a legislative program they then had under 
consideration which resulted in the drafting and presentation to Con- 
gress of what became the so-called Crosser amendments of 1946. 

Since that time I have had occasion to advise the Railway Labor 
Executives’ Association on all legal matters on which they have had 
occasion to seek advice concerning railroad retirement and unemploy- 
ment insurance legislation. So, in summary, with the exception of 
two intervals of approximately 2 vears each, | have been continuously 
concerned in one capacity or another with railroad retirement and un- 
employment insurance matters for a period of almost 17 vears. 

For more than the past vear, | have been working with the Railway 
Labor Executives’ Association and their committee on railroad retire- 
ment legislation, in an effort to find solutions to the various problems 
that Mr. Leighty outlined to you yesterday, and I have advised with 
him in the development of the legislative program that is embodied in 
the bill H. R. 3669. The responsibility for the draftsmanship of the 
bill itself is mine. I did not draft it all by myself. I had very able 
assistance from, in fact worked very closely with, Mr. David B. 
Schreiber, the associate general counsel for the Railroad Retirement 
Board, and received valuable information and advice from other mem- 
bers of the staff of the Retirement Board, as well as, of course, being 
governed in ail policy matters by the decisions and determinations of 
the Railway Labor Executives’ Association. 

However, when it comes to the responsibility for the manner in 
which the bill is drafted, | have to assume full responsibility for that 

Mr. Leighty told you vesterday what the very difficult and serious 
problems are with which we have been confronted, and outlined to 
vou the solutions which the Railway Labor Executives’ Association 
proposes should be applied to those problems. It will be my purpose 
to discuss with vou this morning in perhaps a little more detail the 
specific provisions of the bill itself. 

It takes only casual inspection of the face of the bill to see that 
what it does is make a series of changes in text from one point to 
another throughout the present Railroad Retirement Act. [in other 
words, it does not add some whole new title or anything of that sort. 
It is necessary in legislation of this kind that the text of the existing 
act be changed in numerous points. I think it almost impossible to 
discuss a bill of that sort by looking simply at the text of the bill 
itself without relating it to the context in which the changes are made. 

Fortunately for purposes of our discussion, vour legislative counsel 
has prepared a comparative print of those sections of the Railroad 
Retirement Act that are amended by this bill, or proposed to be 
amended by this bill, and that comparative print, | believe has been 
distributed to all members of the committee. At least, if anv of 
vou do not have a copy of that print before you, I would suggest 
that you be provided with one in order to follow the discussion. 
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Mr. Movutper. Would you tell me what the Railway Labor 
Executives’ Association is? 

Mr. ScHoene. It is an association of the chief executives of 18 
standard railway labor organizations. The organizations represented 
in the association represent approximately three-quarters of all the 
railway employees in the United States. In Mr. Leighty’s statement 
yesterday he put on the record the names of all the organizations that 
are represented in the association. 

Mr. Wotverron. Mr. Chairman, so there will be no misunder- 
standing, you are referring in your comparative print to H. R. 3669: 
are vou not? 

Mr. ScHoene. That is correct. There are two comparative prints 
that have been made, one for H. R. 3669 and the other for the bill 
sponsored by the operating organizations, and the one that I am 
referring to is the print showing the changes to be made by H. R. 3669. 

Most of the sections of the Railroad Retirement Act are set forth 
in this comparative print, and it includes all the sections to which 
amendments are proposed by this bill. I think by examining it 
we can get a pretty good understanding of what the provisions of the 
present law are, and how they will be changed by this biil. 

You will note that the first part of section 1 of the act consists of 
definitions of such terms as ‘‘employer,”’ and ‘‘employee,”’ which are 
thereafter used in the act in that defined sense, and of course, the 
scope and operation of the act is determined in large measure by those 
definitions. The bill proposes substantially no changes in those 
definitions. 

The first change appears on page 9 in lines 15 and 16. There you 
will note that with respect to the computation of years of service, 
the act provides that ultimate fractions are taken at their actual 
value except if the individual will have had not less than 54 months 
of service, and ultimate fraction of 6 months or more shall be taken 
as | year. 

The figure 54 is changed to 126 as a consequence of the introduction 
of the 10-year service requirement that Mr. Leighty mentioned 
vesterday. Since eligibility will hereafter be contingent upon having 
a minimum of 10 years of service or 120 months of service, it is, of 
course, appropriate that the basis for computing a major fraction of 
a year as a full year be changed from the 54 months to the 126 
months; that is 10 years and 6 months. There is no further change 
in the definitions until you come to the end of section 1, which is at 
page 13, lines 15 to 17. 

There you will note that we have added a definition of the terms 
“Social Security Act,” and “Social Security Act, as amended,’’ as 
those terms are used in this act. We have occasion, as you will see, 
throughout the rest of the legislation, to refer on numbers of occasions 
to the Social Security Act, or the Social Security Act, as amended, 
and our purpose in including this definition here is simply to make 
clear that those references are to the Social Security Act as it now 
stands, and not to the Social Security Act as it may be amended 
from time to time. Of course, if the Social Security Act should be 
amended, it may or may not be appropriate at the same time to 
amend the Railroad Retirement Act. But we want to make sure 
that if the Railroad Retirement Act is to be amended, it will be done 
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deliberately and purposely and not inadvertently through changing 
the legislation to which we make cross reference. 

On that same page, page 13, line 21, you will note that we have 
inserted in the eligibility requirement, that is section 2 (a), which 
defines the eligibility requirements for annuitants, we have there 
inserted the words ‘“‘and shall have completed ten years of service.” 
That is the language which in major part effectuates the 10-year 
minimum service requirement as applied to retirement annuities. 

The next several pages, pages 14 and 15, in which you will observe 
there is no change proposed, continue to spell out the eligibility con- 
ditions for annuities, based either on age or on a combination of age 
and service or upon disability. 

The next change that we have occasion to make appears on page 
16, in lines 6 and 7. We are there concerned with paragraph 5 of 
section 2 (a), which defines eligibility for annuities hased upon total 
and permanent disability for all regular employment. Under the 
present law, such individuals are required to have either 10 years of 
service or to have attained the age of 60. Naturally with the intro- 
duction of an over-all 10-year service requirement as a condition of 
eligibility, those provisions become superfluous because hereafter, 
if this bill is adopted, all individuals qualifying for annuities will 
have completed 10 years of service. 

At the bottom of page 16, we have occasion to make a change in the 
provisions relating to recovery from disability. Under the law as it 
stands, an individual who recovers from disability, if his annuity has 
been granted either on the basis of occupational disability or on the 
basis of total and permanent disability, if he recovers from that dis- 
ability, his annuity ceases without prejudice, however, to his right to 
an annuity again when he becomes age 65, or if he again becomes 
disabled. 

In connection with the treatment of that subject, an individual is 
conclusively presumed to have recovered from disability if he earns 
more than $75 in each of any six consecutive months. We have found 
in actual practice that that provision has not operated very well. 
Some individuals have abused it by earning substantial amounts in 
excess of $75 a month for each of five consecutive months, and then 
having a break in their earnings, and then proceeding to resume 
employment, and in that way have been evading it. In other instances, 
it has proved too restrictive, with respect to people who are genuinely 
disabled, and though they are able to make some money in employ- 
ment they still have not recovered. 

Consequently, we are proposing in this bill that instead of a cessa- 
tion of the annuity in the event that there is employment and the 
individual has earnings over a period of a certain number of consecu- 
tive months, that in any particular month in which he earns over $100, 
he would not receive his annuity for that month, but in any other 
months in which he does not earn that amount, he would receive it. 
In other words, it is closely related to the work clause that Mr. Leighty 
described yesterday under which in the case of age annuities, the 
annuity is not paid for any month during which the individual earns 
as much as $50. 

Now, that is applicable, the work clause Mr. Leighty referred to, to 
all annuities after the individual has reached the age of 65. But until 
he reaches the age of 65, a disability annuitant would be permitted to 
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earn up to $100 in any particular month. That provision with respect 
to the disability annuitants appears later in the comparative print. 
I mention it here only because on pages 16 and 17, at the bottom of 
page 16 and the top of page 17, you will see that we have stricken out 
the presumption of recovery from disability in the event of earnings of 
$75 per month or more in six consecutive months. 

On page 17 in line 21, we have changed 60 days to6 months. That 
appears in a provision setting forth the beginning dates of annuities. 
Under the present law, an individual when he becomes eligible for an 
annuity must file an application and his annuity cannot begin more 
than 60 days prior to the filing of the application. In other words, 
it cannot be retroactive for more than 60 days. 

Under the Social Security Act, as it was amended in September 1950, 
a retirement annuity may be retroactive for a period of 6 months prior 
to the filing of the application, and since, as Mr. Leighty told you 
vesterday, we have included in this bill an over-all minimum providing 
that no individual who qualifies shall receive any less than he would 
have received had his service been covered under the Social Security 
Act, it becomes likewise appropriate to allow him the same degree of 
retroactivity prior to the filing of his application as is permitted under 
the Social Security Act. ‘That accounts for the change of 60 days to 
6 months on page 17. 

On page 18, in lines 4 to 12, you will find the work clause to which 
I referred a few moments ago. Without stopping to read that, it 
provides, as I said, that the annuity would not be paid for any months 
in which an annuitant over the age of 65 and under the age of 75 
earns as much as $50, or if he is a disability annuitant, under the age 
of 65, in any month in which he earns as much as $100. 

In lines 15 to 21, on page 18, we simply define the term “‘wages’”’ 
as distinguished from ‘‘compensation.”’ 

I should mention that the term ‘‘compensation” is a word of art 
in the railroad retirement legislation and refers to railroad earnings. 
The term “wages” is a term of art under the Social Security Act and 
refers to wage earnings in employment covered under the Social 
Security Act. We use the term in that same sense throughout the 
Railroad Retirement legislation and have here defined the term 
“wages” and “earnings from self-employment’’ as used in the work 
clause, both for retirement annuitants and survivor annuitants to 
mean wages as defined in the Social Security Act. 

Beginning at page 18, line 22, and continuing through page 19, 20, 
and up to line 12 of page 21, we make the provision that Mr. Leighty 
referred to vesterday, granting a spouse’s annuity with respect to 
living retired individuals who are over the age 65, or rather, who are 
age 65 or over, and who have a living spouse also over the age of 65. 
In most cases, of course, the spouse would be a wife. However, in 
cases in which the wife is the one who is employed and who is support- 
ing a dependent husband, the husband may likewise qualify for a 
spouse's annuity, but only in the event that he is dependent to the 
extent of over 50 percent of his support upon his wife’s earnings. 

The annuity that is provided to the spouse consists of one-half of 
the annuity to which he is entitled, that is, to which the retired 
employee is entitled, up to a maximum of $50 a month. 

A spouse receiving an annuity under this provision, like the retired 
individual himself, is not expected to continue to engage in gainful 
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employment. If either the spouse or the individual engages in em- 
ployment resulting in earnings of $50 per month or more, the annuity 
would not be paid for that month. 

Coming now to page 21, in lines 15 through 18, you will note some 
rather slight, but highly ‘significant changes. Section 3 (a) of the 
act with which we are there concerned, provides the formula ‘for com- 
puting retirement annuities. Under that formula, an individual’s 
years of service are multiplied by certain percentages of his average 
monthly compensation. Under the present law, we take 2.4 percent 
of the first $50, 1.8 percent of the next $100, and 1.2 percent of the 
next $150, which brings you to the total of $300, the maximum credit- 
able compensation. You will note that the changes there made 
substitute 2.8 for 2.4, 2 percent for 1.8, and 1.4 for 1.2. By those 
changes, the over-all level of all annuities will be increased, the 
average increase coming to approximately 14 percent or more exactly, 
13.8 percent. 

The change from ‘‘next $150”’ to ‘‘remainder of his monthly com- 
pensation”’ is a consequence of the fact that we are proposing here to 
increase the ceiling on creditable and taxable compensation from $300 
per month to $400 per month. That same consideration is responsible 
for the slight changes that you find on page 22 in lines 10 and 11, and 
in line 16. 

The next change is shown at the bottom of page 22, and the top of 
page 23. You will recall that Mr. Leighty told you yesterday, and 
vou can readily see from an examination of the text that is stricken 
out on pages 22 to 23, that under the present law an individual does 
not get credit in the computation of his annuity for any service that 
he renders after the end of the year in which he attains age 65. If an 
individual continues in railroad service after that time, he pays the 
same taxes on his earnings as persons under the age of 65 pay, but he 
receives no credit for that service. 

We are proposing that that be changed so that in awards made in 
the future, the individual will receive the same credit for service 
rendered after age 65 that he now receives up to age 65. You will 
recall, of course, that there is nevertheless still a limitation upon total 
creditable service to a maximum of 30 years, so long as any service 
rendered prior to the enactment of the law is takes into account. So 
the major effect of this change at the present time would be to enable 
individuals who at age 65 have not yet accumulated 30 years of service, 
to use that service to make that total of 30 years. 

On page 23, you will note there in italics in lines 3 to 14 a new pro- 
vision. Mr. Leighty explained yesterday that the Railroad Retire- 
ment Act includes in creditable service in express terms any service 
rendered prior to the time the law was enacted. Under the Social 
Security Act, there is not that same recognition of prior service. 
However, the way the benefit formula is weighted, it is very heavily 
loaded in favor of individuals retiring in the early years after the 
enactment of the system. By very short periods of service it is pos- 
sible for an individual, if he then retires or is eligible for retirement, 
to become entitled to the same benefit under the Social Security Act 
that he would get if he worked for many years. That is an indirect 
pt of service rendered prior to the time the legislation was 
enacte 
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Now, we find that some individuals—and there appear to be a 
considerable number—who have qualified or may qualify for railroad 
retirement annuities in which they are given credit for service rendered 
prior to the time that any tax was collected on it who are also qualify- 
ing or will qualify for benefits under the Social Security Act, which 
are paid independently and without regard to the annuities received 
under the Railroad Retirement Act. In those cases, where the in- 
dividuals are receiving credit for service on which no taxes were paid 
and are also receiving benefits under the Social Security Act, having the 
advantage of that Joaded formula that indirectly recognizes prior 
service, ‘they are in substance getting double recognition for prior 
service on which no tax was paid to either system. 

We are proposing, therefore, in cases of that sort, if the individual 
qualifies for an annuity under the Social Security Act, and his annuity 
under the Railroad Retirement Act is based in part on prior service, 
that his railroad retirement annuity should be reduced to the extent 
that it is based on prior service, or to the extent of his social security 
benefit, whichever is less. In that way, the individual gets full 
recognition for all the service on which he paid taxes and the maximum 
recognition under one system or the other, for his prior service. But 
we eliminate this duplicate recognition of prior service. That is the 
essence of the new provision that you find on page 23 in lines 3 to 14. 

On page 24, line 17, or rather beginning in line 16, you find the 
sentence reading: 

In computing the monthly compensation no pert of any month’s compensation 
in excess of $300 shall be recognized. 


We are proposing that that be changed to read: 


No part of any month’s compensation in excess of $300 through the calendar 
year 1951 and in excess of $400 thereafter shall be recognized. 

That is the change in the ceiling on creditable compensation from $300 
per month to $400 per month. 

On page 25, in lines 5 and 6, the changes there revise the formula 
providing the minimum annuity to correspond percentagewise to the 
changes that I have already described increasing the general level of 
annuities. In other words, the minimum annuities are likewise 
increased to the same degree as the general level of annuities is in- 
creased. 

In lines 7 through 23 of page 25 and lines 1 and 2 of page 26, you 
find in the form of a proviso the over-all minimum to which both Mr. 
Leighty and I have already referred, namely, a guaranty that any 
benefit to any eligible individual under the Railroad Retirement Act, 
based on the railroad service, will not be less than would have been 
paid by reason of that service had it been covered by the Social 
Security Act. I think Mr. Leighty mentioned that such a provision 
was included in the original Railroad Retirement Act of 1937, but 
when the whole basis of social security was revised in 1939, it became 
inoperative, and from that time until 1950, the level of social-security 
benefits was not sufficiently high to make the restoration of such a 
guaranty a matter of any great importance. 

Now, however, social-security benefits are of such levels that it again 
becomes important to restore that guaranty, and that is what we 
propose to do by this proviso. 
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On page 26, lines 20 to 23, you will note that we have stricken out an 
entire subsection. Under the present law, once an annuity begins to 
accrue, it is not subject to recomputation if the individual should go 
back into service and earn more compensation or accumulate addi- 
tional years of service. I suppose that that provision originally had a 
dual purpose, one to discourage reentry into service, and the other 
a matter of administrative convenience to avoid having to recompute 
annuities. 

To continue it in effect, however, in view of our social-security 
minimum guaranty, would be very difficult, because under the Social 
Security Act recomputations are permitted. Consequently, we 
propose here to eliminate that restriction and to permit annuities 
to be recomputed by reason of events subsequently occurring or 
perhaps events previously occurred that were overlooked in the original 
computation. If the individual is entitled to a greater annuity, he 
may apply for it and have it recomputed. 

Section 5 of the Railroad Retirement Act, which is set forth begin- 
ning on page 27 of this comparative print, was written into the act 
in 1946, as part of the so-called Crosser amendments, and is the section 
which establishes and provides the measure of survivor benefits, 
that is, benefits to widows, children, and dependent parents. 

The first change that we propose with respect to those survivor 
benefits is again following the precedent established in the 1950 
amendments of the Social Security Act. We make a dependent 
widower as well as a widow eligible for benefits. Again, as in the case 
of the husband-spouse, dependency upon the wife is required as a 
condition before the widower can qualify for benefits. 

I think it will probably be more intelligible to vou if IT diseuss as an 
entirety the changes made in the next few pages of the bill because thev 
are interrelated, and I think I can tell you more precisely what their 
substance is if I do it in that way rather than proceeding line by line. 

As preliminary to that discussion, I think I should reeall to you that 
in the provisions made for survivor benefits under the Retirement Act, 
there is a complete coordination with the survivor benefit provisions 
of the Social Security Act. That is to say, when a survivor benefit 
is paid, either under the Railroad Retirement Act or under the Social 
Security Act, both railroad and nonrailroad wages are taken into ac- 
count in computing eligibilitv for and the amount of survivorship 
benefits. If the individual at the time of his death was currently 
connected with the railroad industry, the benefit is paid under the 
Railroad Retirement Act and no benefit is paid under the- Social 
Security Act. If, however, he had left the railroad industry prior to 
his death and was at that time not currently connected with the rail- 
road business, the benefit is paid under the Social Security Act. But 
in either event, both railroad and nonrailroad earnings are taken into 
account in computing the benefit. That has, I think, a rather inter- 
esting bearing on the question Mr. Bennett raised vesterday with Mr. 
Leightyv with respect to a widow who was found to be eligible under 
the Railroad Retirement Act for a smaller widow’s benefit than would 
have been payable to her had she received it under the Social Security 
Act. 

Now, if the Social Security Act had provided for her on the basis of 
nonrailroad service a benefit in larger amount than the amount she 
would have been entitled to under the Railroad Retirement Act based 
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on railroad service, and she were not permitted to take the larger 
benefit, that would be shocking enough. But actually the situation is 
much worse, because the benefit that would have been paid under the 
Social Security Act in that case would have been based on railroad 
wages had her husband been lucky enough to get out of the railroad 
industry sometime before he died. That is the condition with which 
we are confronted with respect to survivor benefits at the present time. 
Every widow whose husband dies while hestays in the railroad industry 
is limited to a smaller annuity than the Social Security Board would 
have paid her taking into account his railroad earnings if he had been 
lucky enough to get out of the railroad industry sometime before he 
died. That is a condition which we can’t tolerate, we can’t justify, we 
cannot continue. 

So vou see, Mr. Bennett, that actually goes far beyond permitting 
an election. As a matter of fact, if you were to extend an election in 
those cases, every one who had any nonrailroad service would, of 
course, go to social security for the benefits. In other words, it would 
be the end of survivor benefits under the Railroad Retirement Act, 
because in all cases the benefit is greater under the Social Security Act, 
and would be based on the same compensation and wages that the 
Retirement Board would use if it paid the benefit. 

Mr. Wotvertron. Mr. Chairman, before the witness proceeds fur- 
ther, for the purpose of clarification and better understanding, will 
vou indicate the pages to which your present statements refer? 
Heretofore, you have gone line by line, which was very easy to follow, 
but in this instance you have said that it would cover several pages. 
Will vou indicate what pages it covers? 

Mr. Scpornr. Yes, Mr. Wolverton. I am now speaking about the 
provisions beginning on page 27, line 5, and continuing to page 29, 
line 14. 

Mr. Wotvertron. Very well. That gives us an idea of the scope 
of vour testimony. 

Mr. Scnoens. Again recalling a bit of history, I want to remind 
vou that the formula for computing survivorship benefits under the 
Railroad Retirement Act as it was established in 1946 was closely 
patterned after the formula used in the Social Security Act in order to 
permit this complete coordination between the survivor benefit pro- 
visions of the two systems. 

Now, under the Social Security Act, the formula starts with what is 
called the primary insurance benefit, that is, the old-age annuity to 
which the individual would be entitled. A survivor, if she is a 
widow, receives three-fourths of that amount. At the time that our 
survivor benefits were established in 1946, the widow received three- 
fourths of that amount, the child or a parent only got one-half. In 
order to follow that same type of formula in the absence of something 
called a primary insurance benefit, we had to set up a rather compli- 
cated formula for computing a survivor benefit by first calculating 
what was called a basic amount which had no function, and was never 
paid to anybody, but was simply a step in the computation of a 
survivor annuity, and then we applied to that basic amount the same 
fractions that were applicable to the various groups of survivors 
under the Social Security Act. 

In other words, the widow’s benefit was three-quarters of the basic 
amount, and the child’s benefit was one-half of the basic amount and 
so was the parent’s benefit. 
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Those distinctions between the classes of survivors have been 
largely eliminated in the revised Social Security Act, and we now find 
that it is possible greatly to simplify the formula for the computation 
of survivorship benefits under the Railroad Retirement Act. What 
we would now call a survivor’s insurance benefit, and we define it 
simply as a survivor's insurance benefit, is computed by taking 40 
percent of the first $100 of the individual’s average monthly remuner- 
ation, then add to that 10 percent of the balance of his creditable 
remuneration. 

Now, up to that point we would provide by that formula approxi- 
mately the same benefit that would be provided to a survivor under 
the Social Security Act. However, in order to give some recognition 
to the higher taxes that the railroad employees pay, our formula 
calls for an additional step and would add to the amount so computed 
$1 for each year of service during which the individual paid taxes. 
In other words, for each year of service after 1936. So that as the 
individual continues in service, and over a long period pays more taxes 
he gets recognition of that fact in the computation of his survivor 
benefits, as well as in the computation of his own annuity. 

There is one additional item which I should bring to your attention 
in connection with the computation of survivor benefits. Inasmuch 
as a wife’s benefit during the time her husband is retired and she is 
over age 65, in view of the fact that that is computed on the basis 
of his annuity, it is possible that the benefit she receives as a wife 
would be greater than the benefit that she would receive as a widow 
if we applied strictly the formula that 1 have been describing to you. 
That would be an obviously undesirable result, that is, to have the 
widow's annuity reduced when she becomes a widow, as against what 
she was receiving as a wife while her husband was alive, and was 
also drawing an annuity for the support of the family. 

We consequently provide—and this is the proviso that you will 
find on page 27 in lines 11 to 16—that the widow’s annuity, if she 
was in receipt of a wife’s annuity at the time of her husband’s death 
shall not be less than what she was receiving as a wife at that time. 
That same provision is carried forward to the widow’s current insur- 
ance annuity by the proviso that begins at line 25 on page 27. 

I should explain, perhaps, that those two provisions refer to two 
different kinds of widows. The first refers to the widow who is age 
65, and receives her annuity regardless of the family status at that 
time when she is age 65. The second provision refers to a widow who 
has a child under 18 in her care, and receives the widow's benefit 
irrespective of age. 

Now, I have told you that the differences between classes of sur- 
vivors have been largely eliminated by the amendments to the Social 
Security Act, and we would likewise propose largely to eliminate 
them here. The significance of the word “largely” in that state- 
ment is the following: 

In the case of children, a single child receives the same benefit as 
the widow receives. In other words, if there is a widow and one 
child surviving or merely one child surviving, either the widow or 
the child, or both if both survive, would receive the survivor benefit 
computed as I have outlined. If, however, there is more than one 
child, under the Social Security Act as it now stands and under the 
Railroad Retirement Act as it will be amended if this bill is adopted, 
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each child receives two-thirds of the amount that the widow would 
receive and all the children divide an additional third of that amount 
between them. Then we would provide a maximum family benefit 
of 2% times a survivor insurance annuity. 

In other words, the way it works out if there are a widow and two 
children surviving, they will receive the maximum family benefit. 
If there are more children, that same amount has to be distributed 
proportionately among the widow and all of the children. 

The provisions regarding the children’s annuities that I have 
referred to are set forth in italics on page 28, lines 16 through 19. 

The language apeparing on page 29 in italics, lines 6 through 13, 
deals with a rather complex and technical situation that might arise 
if both parents of two or more children are insured. In that event, 
one might obtain fortuitous results, depending upon which child 
applied for benefits on the basis of which parent’s earnings. In order 
to avoid any fortuitous conditions of that sort, we there simply provide 
that in such a situation all children shall be deemed to have applied 
for benefits on the basis of that parent that would give them all the 
most benefit. 

I come now to the lump sum survivor benefits. Under the present 
Railroad Retirement Act, and under the Social Security Act, as it 
stood prior to its amendment in 1950, if an individual died, that is, 
one who is insured, leaving no survivors immediately entitled to 
monthly benefits—bear in mind he might leave a widow or children, 
but the children are over age 18 and the widow is not yet age 65, no 
one is immediately entitled to monthly benefits—in such case, a lump 
sum is pavable which, at the present time, is eight times the so-called 
basic amount that I have previously referred to. 

Now, under the Social Security amendments of 1950, that arrange- 
ment was somewhat modified and a smaller lump sum was made 
pavable irrespective of whether or not there were survivors imme- 
diately entitled to monthly benefits. That amount under the Social 
Security Act is three times the primary benefit. We are consequently 
proposing here likewise to provide for the payment of a lump sum even 
though there are survivors immediately entitled to monthly benefits. 
The amount of that lump sum is designed to be exactly proportionate 
in relation to survivor benefits with that provided under the Social 
Security Act. That is, we would provide that it is four times the 
survivor insurance annuity. Bearing in mind that under social 
security the survivor’s benefit or the survivor’s annuity is three- 
quarters of the primary amount, therefore, three times the primary 
amount is the equivalent to four times the survivor's annuity. Since 
we derive ours directly from the survivor’s annuity, we provide that 
it shall be four times the survivor's annuity, rather than three times 
the primary amount which we do not have. 

However, we have not felt that we could justifiably reduce the lump 
sum that would be payable in the event of death leaving no survivors 
immediately entitled to monthly benefits. Remember, I said that 
that benefit is now eight times the basic amount. We have felt that 
those cases in which there are survivors, for instance, a widow who 
has no children under 18, but who is not vet age 65, or where there are 
children over the age of 18, there may or may not be a widow, that 
those cases are among the greatest hardship cases. While, as Mr. 
Leighty told you vesterday, we carefully explored the possibilities of 
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reducing the age at which a widow might qualify for widow’s benefits, 
we found that too expensive. Nevertheless, we did not feel that we 
could justify following the precedent of the Social Security Act in 
reducing the proportionate benefits payable to those people in the 
form of a lump sum. 

We consequently continue that larger lump sum to be paid to the 
widow or survivors where there are no monthly benefits immediately 
payable. 

To be strictly proportionate to the present eight times the basic 
amount, that would have to be 10% times the survivor annuity. 
Rather than to use a figure of that sort, we,have rounded that out to 
12 times the survivor annuity, which makes it proportionately slightly 
larger in relation to monthly benefits than it has been heretofore. 

The changes I have been describing account for the change in 
language at page 30 in lines 11 through 19, and at line 5 on page 31, 
lines 14 to 15 on page 31, and lines 18 to 19 on page 31. 

There is one additional item that I should mention with respect to 
these lump sums, and that is what happens in a situation in which 
there are survivors immediately entitled to monthly benefits, but only 
for a month or two, that is to say, a child may be almost age 18, aad the 
benefit would be paid for a month or two, but in that month or two, 
they would be paid less than the lump sum that would have been 
pavable if they had not been eligible for monthly benefits. To guard 
against an inequity of that sort, the present act provides and we 
‘ontinue the provision, merely adjusted to the changes I have already 
described, that if during the first vear after the death of the individual 
the monthly payments do not come to as much as the lump sum, the 
difference is then paid ina lump sum. In other words, if the lump sum 
that would heave been paid if there had been nobody immediately 
eligible for the monthly benefits were 12 times the survivor’s annuity, 
and the monthly benefits are paid for, say, 2 months, then a lump sum 
of four times the survivor’s insurance annuity would have been paid 
at death, and at the end of a vear another lump sum equal to six times 
a survivor’s insurance annuity would be paid. 

On pages 32 and 33 of the comparative print, you will find what is 
generally referred to as the residual lump-sum guarantee. Now, that 
lump sum is entirely different from the lump sums I have so far been 
talking about. That is in substance a guarantee that each individual 
who contributes to the railroad retirement system will derive in 
benefits either for himself or his survivors an amount at least equal 
to the contributions he makes plus an allowance in lieu of interest. 
In other words, if at the time of his death or after all survivors who 
may become eligible have been paid off, there has not been paid by 
reason of his railroad service an amount equal to 4 percent of his 
compensation during the period that the maximum contribution rate 
was 3% percent, plus 7 percent of his compensation during the period 
that the maximum contribution is 64 percent, the difference between 
what has been paid and those amounts is paid to his estate or to a 
designated beneficiary in the form of a lump sum. 

The changes that have been made in that provision in pages 32 and 
33 are simply adjustments to other changes in the act that we have 
already talked about. For example, at the top of page 33, you will 
notice that compensstion after 1951 up to $400 per month, rather than 
the present limit of $300 per month is taken into account. 
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We make a change on page 34 in this same residual lump-sum pro- 
vision, beginning at line 6 and running through line 12. The change 
that you see set forth there relates to these individuals that we have 
previously discussed, who have less than 10 years of service in the 
railroad industry at the time they die or retire. You will recall that 
Mr. Leighty explained yesterday that such individuals, although they 
do not qualify for benefits under the Railroad Retirement Act, will 
be credited under the Social Security Act, under the terms of this bill, 
with their railroad service and compensation. In other words, the 
benefit that they would receive under the Social Security Act is based 
on a combination of their,railroad and nonrailroad service. 

In addition, we here provide, lines 6 to 12 on page 34, that in de- 
termining the amount of the lump-sum guarantee to them, there shall 
be deducted as benefits paid only those amounts under social security 
which are attributable to their railroad service. 

Take, for example, a case of an individual whose employment under 
social security is such that on the basis of that employment alone he 
would qualify for the maximum benefit under social security; he de- 
rives no direct benefit from the crediting of his railroad service, be- 
cause he is already getting the maximum without it. In the case of 
such an individual, the full lump sum would be paid. He would get 
back 7 percent of his compensation during the period he was paying 
6% percent or less, and 4 percent of his compensation for the period 
during which he was paying 3% percent or less. That is the signifi- 
cance of the language I have indicated on page 34. 

At page 35, page 36, and page 37, up to line 9 of page 37, we have 
simply rewritten the present provisions concerning duplications of 
annuities and maximum and minimum annuities. I do not think that 
it is worth our while to go into that in detail. I can simply tell you 
that the over-all substance now is and will continue to be that indi- 
viduals will not be permitted to receive survivor annuities at the 
same time that they are receiving benefits in their own right, either 
under the Railroad Retirement Act or under the Social Security Act. 
They are, however, assured of the greater of the amounts or a com- 
bination that gives them the equivalent of the greater of the amounts. 
In other words, you get the largest amount, but not a double annuity. 

At page 37, line 18, you will note that we have inserted in lieu of the 
present work clause the new work clause of $50 per month. I should 
point out, as you will see if you look at lines 16 and 17 of page 37, that 
so far as survivor benefits are concerned, this change is a relaxation of 
present restrictions. At the time the survivor benefits were written 
into the Railroad Retirement Act in 1946, under the Social Security 
Act as it then stood, a survivor received no benefits during any month 
in which he earned as much as $15. We regarded that as too restric- 
tive and set the amount at $25. Now the Social Security Act has re- 
laxed that restriction to $50, and we propose to do likewise in the 
change that we make at lines 18 through 21. 

At lines 22 through 24, we have stricken out a restriction which has 
heretofore been in both the Social Security Act, and in the Railroad 
Retirement Act, which would deny a child’s benefit during any month 
during which he is under 18 and over 16, and does not regularly at- 
tend school. 

I have always been a bit doubtful as to the propriety of that re- 
striction. It seemed to me that it was probably unwise and inappro- 
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priate to use insurance benefits as a means of policing attendance at 
school. Apparently the architects of the social-security system have 
come to the same conclusion, and have taken that restriction out of 
the Social Security Act, and we propose likewise to take it out of the 
Railroad Retirement Act. 

Now you will notice that on the next two pages, 38 and 39, no 
change is made. The next change appears at page 40, the change 
being found at lines 3 through 10. That change is closely related to 
one I have already referred to, namely, the time within which appli- 
cation must be made for benefits if they are to be given retroactive 
effect. At the present time, survivor benefits begin with the month 
in which application is made unless application is made within 3 
months after eligibility is attained, in which case they can be made 
retroactive to the date eligibility is attained within that 3-month 
period. We propose here to permit, in all cases, if eligibility was at- 
tained prior to the time that application is made, retroactivity for 6 
months, corresponding to the provision with respect to retirement 
annuities and also corresponding to the provisions of the amended 
Social Security Act. 

Also on page 40, lines 18 through 24, you will find the provisions 
which make railroad service creditable under the Social Security Act 
in the case of individuals who at death or retirement have less than 
10 years of railroad service. Subsection (k) of section 5 of the present 
Railroad Retirement Act is the section which makes railroad service 
creditable under the Social Security Act for purposes of determining 
survivor benefits, if the individual has left railroad service before his 
death. and we merely extend that section by the provision to which 
I have called attention, so as to cover also for retirement-benefit 
purposes the service of these individuals who have less than 10 years 
in the railroad industry. 

At page 41, lines 15 to 18, we have a provision which might off- 
hand appear to be a bit puzzling, which has reference to service 
rendered outside of the United States for railroads doing the prin- 
cipal part of their business in the United States. At the present time 
such service is creditable under the Railroad Retirement Act, irre- 
spective of the citizenship of the individual who renders the service. 
In other words, if you work for the New York Central in Canada, 
irrespective of whether you are a Canadian or American citizen that 
service is creditable. 

Under the Social Security Act, however, service rendered outside 
of the United States is not creditable unless the individual who renders 
it isan American citizen. That raises the problem when we provide 
for crediting railroad service under the Social Security Act, “‘What 
about service rendered by noncitizens for American ratlroads outside 
of the United States?” Since that service is now creditable under 
the Railroad Retirement Act, and we are proposing to transfer 
presently creditable service to Social Security, we here provide, in 
the lines to which I have called attention, that such service shall for 
purposes of the Social Security Act be deemed to have been rendered 
in the United States, so that it will also be creditable under that act, 
irrespective of citizenship, just as it is now creditable under the 
Railroad Retirement Act, irrespective of citizenship. 

I have mentioned before that in the computation of survivor bene- 
fits at the present time, irrespective of whether the benefits are paid 
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under the Social Security Act or the Railroad Retirement Act, both 
railroad and nonrailroad service is taken into consideration. The 
question may have occurred to you, ‘‘Well, who pays for that?” 

The amendments of 1946 provided with respect to that that the 
Social Security Administration and the Railroad Retirement Board 
should make a joint study and should report to Congress within the 
next 5 years what adjustments between the two accounts would be 
necessary to bring about an equitable distribution of that cost. Such 
a report was made and a bill was introduced, as, I think, Mr. Leight, 
mentioned yesterday, to transfer some million-and-a-half dollars. from 
the social-security account to the railroad retirement account to bring 
about an equitable adjustment of that cost. Action has not been 
taken on that bill and we have not sought to obtain action on it, 
because by our present proposals we are introducing additional ad- 
justments of that kind that will have to be made. As Mr. Leighty 
mentioned yesterday, with respect to cross-crediting of service, it is 
our proposal that adjustments be made to put the social-security ac- 
count in the same position that it would be in if it had collected 
social-security taxes on railroad service, and had paid social-securit) 
benefits on railroad service. 

In other words, the social-security account should neither gain nor 
lose by reason of the separate existence of the railroad-retirement 
system. 

We consider that some years of experience under the revised pro- 
gram will be necessary before one can ascertain with accuracy what 
those adjustments will be. Our actuaries have made certain estimates 
of what they think the financial results will be, and the cost estimates 
that we are using are based upon taking that into consideration. But 
like all the rest of the cost estimates, it is merely an estimate, and has 
to be treated as such. We are consequently extending the present 
arrangement for an investigation of the adjustments that are necessary. 
That change will be found at the top of page 42 in lines 2 through 10. 
The paragraph begins at the bottom of page 41, and continues over to 
line 10 of page 42. 

The major changes are on page 42 where we direct that the report 
and recommendations be addressed to such legislative changes— 
as would be necessary— 


and I am reading now in line 5— 


as would be necessary to place the Federal old-age and survivors insurance trus' 
fund in the same position in which it would have been if service as an employe: 
after December 31, 1936, had been included in the term “employment” as defined 
in the Social Security Act and in the Federal Insurance Contributions Act. 


The changes that you find on pages 43, 44, and 45, I think I can 
summarize by simply indicating that their general substance is to 
conform the qualifications for survivor benefits to the changes that 
have been made in those same qualifications in the amended Socia! 
Security Act. They are generally not of great importance insofar as 
qualifications are concerned. They are generally a liberalization of 
the qualifications. But, as a matter of administration, since we do 
have this complete coordination of survivor benefits between the two 
systems, it is of considerable importance that the same or substantially 
the sale eligibility qualifications apply under both systems. 
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On page 46, lines 3 to 9, you will find a new sentence inserted. The 
explanation of that is simply this. 

Mr. Wo.tverron. You are referring to line 3? 

Mr. Scuoenr. Lines 3 to 9, Mr. Wolverton, on page 46. Under 
the present law, in the computation of survivor benefits, the basic unit 
of coverage is a calendar quarter of coverage. But we do not, under 
the Railroad Retirement Act, actually determine in which quarters 
the individual was in service. Instead, we use the table which you 
find on page 46 immediately preceding the language to which I have 
called attention. By means of that table, the number of quarters of 
coverage are automatically determined from the number of months 
of service in the calendar year, and the amount of earnings without 
regard to the distribution of the employment throughout the year. 
That was done because for retirement annuity purposes it is not 
necessary to keep records of exactly in which months in the year an 
individual was in service. So long as we know his total creditable 
earnings through the year, and how many months he worked, we do 
not have to know for what months. 

So in 1946 when the survivor benefit provisions were adopted, it 
was found that we would not have records unless we made some 
extensive provisions for the accumulation of those records, that is, 
we would not have records enabling the Retirement Board to deter- 
mine during what quarters the individual was covered. For that 
reason, this table was adopted. 

The Social Security Board, however, when they credit railroad 
service, follow a little diferent system. They presume the railroad 
employment to have been equaily distributed throughout the calendar 
year. That is pursuant to an express provision they have in the 
Social Security Act. The result of their method and that of the 
Retirement Board method is generally substantially the same. 
However, we have found that there are some instances in which a 
quarter of coverage necessary for eligibility would be allowed under 
the social-security method, but would not be allowed under the 
Railroad Retirement Board’s table. Consequently, the language to 
which I have drawn attention on page 46 has been inserted to permit 
the Retirement Board in such cases also to allow credit for such a 
quarter of coverage by presuming that the employment was evenly 
distributed throughout the year. 

The other change on page 46, lines 14 through 18, simply adds to 
the definition of wages as used in the Social Security Act, and as 
used under the Railroad Retirement Act for purposes of crediting 
nonrailroad wages, self-employment income as defined in the Social 
Security Act, because that act now covers not only employment for 
wages, but also, within the limits set forth in that act, self-employment 
earnings. 

Mr. Wotverton. Mr. Chairman, it is apparent that the witness 
has not finished, and I regret that he cannot before we adjourn to 
attend the memorial services that are to be held. I would suggest 
that we stop at the point we have now reached on page 46, unless the 
witness would feel that there is some portion that he would like to 
have connected with what he has already said. 
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Mr. Scuomne. No. I think, Mr. Chairman, if you desire to 

adjourn—— 

he CHarkMAN. You understand we have memorial services and 
that is the case where we cannot run over as we ordinarily would do 
in a case like this. 

Mr. Bennetr. Mr. Chairman, before you close, I would like 
unanimous consent to have inserted in the record a short statement 
of my own views on this legislation following the completion of the 
testimony of this witness. 

The CHarrRMAN. Very well. 

The committee will adjourn then until 10 o’clock tomorrow morning. 

(At 11:55 a. m., a recess was taken until Thursday, May 17, 1951, 
at 10 a. m.) 
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THURSDAY, MAY 17, 1951 


Hovuse or REPRESENTATIVES, 
CommirrEE ON INTERSTATE AND FoREIGN COMMERCE, 
Washington, D. C. 
The committee met, pursuant to recess, at 10 a. m., in room 1334 
New House Office Building, Hon. Robert Crosser, chairman, presiding. 
The CHarrmMan. The committee will be in order. 
Will you proceed, Mr. Schoene. 


STATEMENT OF LESTER P. SCHOENE, COUNSEL, RAILWAY LABOR 
EXECUTIVES ASSOCIATION, WASHINGTON, D. C.—-Resumed 


Mr. Scuorene. Mr. Chairman, at the conclusion of yesterday’s 
session, I think I had completed the discussion through page 46 of the 
comparative print, showing the changes that would be made in the 
Railroad Retirement Act by the bill, H. R. 3669. 

At the top of page 47, in line 2, you will find the insertion of the 
words ‘completed 10 years of service and will have.’ The insertion 
of that language is what establishes the 10-year minimum service 
requirement for survivor benefits with respect to individuals who are 
completely insured. I should explain perhaps that under the Railroad 
Retirement Act as under the Social Security Act there are, so to speak, 
two degrees of insurance. One is called completely insured, and the 
other partially insured under the Railroad Retirement Act. The 
corresponding terms under the Social Security Act are “fully insured” 
and “currently insured.”’ The difference in benefit eligibility between 
the two degrees of insurance is that those who are completely insured 
leave their survivors eligible for all types of survivor benefits, whereas 
those who are partially insured protect their survivors to the extent 
of the widowed mother’s and children’s benefits only; that is, the 
survivors of partially insured individuals do not qualify for the sur- 
vivor benefits dependent upon age. 

I have directed your attention to the establishment of the 10-year 
service requirement with respect to completely insured individuals at 
the top of page 47. At the bottom of that same page, in line 25 of 
page 47 and the top of page 48, vou will find that the definition of 
partially insured individual has also been revised to include the re- 
quirement that he will have completed 10 years of service. 

At lines 10, 11, and 12 on page 48, you will find a slight change to 
include in the test period in determining partially insured status, the 
calendar quarter in which the individual dies. Under present law 
that quarter is not considered. Under the revised Social Security 
Act, it is and in order to conform the eligibility requirements as nearly 
as possible to the requirements of that act, we have also included that 
quarter in the test period. 
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On that same page, page 48, beginning at line 20, and continuing 
through the balance of that page and the first few lines on page 49, 
you will find the changes that have been made in order to make 
railroad wages creditable up to $400 per month for purposes of de- 
termining survivor benefits. Under the present law railroad com- 
pensation and nonrailroad wages are considered in determining average 
monthly remuneration for survivor benefit, purposes only to the extent 
of $3,000 per vear, or a maximum monthly remuneration of $250 per 
month. That was the limit on creditable wages under the Social 
Security Act in 1946, when our survivor benefit provisions were 
adopted. At the present time under the Social Security Act, the 
limit is $3,600 per vear. 

The substance of the change that we propose here is to permit 
crediting up to $400 per month so long as railroad compensation only 
is used. If that does not average as much as $300 per month, or 
$3,600 per year, nonrailroad wages may be included but only up to 
the same extent that they would be includible under the Socia! 
Security Act, namely, to an annual limit of $3,600 per vear. 

On page 49, lines 12 to 19, we provide that in determining the aver- 
age monthly remuneration, if it is to the individual’s advantage to 
exclude his earnings and the elapsed time after he reaches age 65 
his remuneration may be computed in that fashion. In other words, 
work after age 65 would not operate to reduce the average monthly 
remuneration he has established at that time. 

At the bottom of page 49, beginning on line 24, you will note that 
we have stricken out the term “basic amount” and have substituted 
therefore “‘survivor’s insurance annuity.”’ I explained yesterday that 
we were getting rid of this rather cumbersome concept of basic amount 
and substituting a direct computation of the survivor’s insurance 
annuity, which is the actual amount that the survivor would receive 
per inonth. That definition continues over on to page 50, and in the 
changes that are made on lines 5 and 7 through 16, we there take 
account of the fact that the average monthly remuneration may get 
as high as $400 per month if railroad compensation only is used, and 
we establish the formula which I described yesterday for the computa- 
tion of a survivor’s Insurence annuity, namely, 40 percent of the first 
$100 of average monthly remuneration, plus 10 percent of the balance 
up to $300, if nonrailroad wages are included, or $400 if based ex- 
clusively on railroad compensation, plus $1 for each year of service 
on which taxes have been paid, years of service after 1936. 

Mr. Scorr. What was that statement with regard to nonrailroad 
wages? 

Mr. Scuoxnx. Under the present Social Security Act as it was 
revised, the maximum of creditable wages is $3,600 per year. We 
are proposing in this bill that creditable railroad compensation be 
credited up to $400 per month. 

Now, in determining survivor benefits under the present law as well 
as under the law as it would be amended by this bill, survivor benefits 
are based on both railroad and nonrailroad wages. Se we have the 
problem of adjusting the $400 per month on the railroad side with the 
$3,600 per year of the social-security side. So the provision we are 
suggesting in this bill is that if railroad wages alone, or railroad 
compensation alone is used—in other words, if all is railroad service— 
then the average monthly remuneration may be up to $400. But if 
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nonrailroad wages are needed to bring the average above $3,600 a 
year, then the limit on creditable compensation is the same as it 
would be under the Social Security Act, crediting those wages, that is, 
up to $3,600 per year. 

Those same changes or corresponding changes, rather, are made 
also with respect to individuals who are deemed to be insured by 
virtue of the fact that they had retired on the basis of substantial 
railroad service prior to the establishment of the survivor benefits. 
Those are the changes which you will find in the text beginning at 
page 50, line 17, and running through page 51, line 9. Of course, in 
the case of pensioners who were taken over from the railroad pension 
rolls at the time the retirement system was first established, it is 
necessary under the present law in some cases to assume an arbitrary 
compensation base, because we do not know what the pension was 
based on. Those amounts are increased by the changes appearing 
on page 51 to correspond, as nearly as we were able to compute it, 
to the increase that would be allowed to those who are insured by 
reason of service after 1936. 

The other change, line 20 on page 51, is merely the correction of a 
cross reference to the Social Security Act. 

Now, that concludes the changes that are made in the text of the 
Railroad Retirement Act. The only change that is suggested with 
respect to the Railroad Retirement Tax Act, which is set forth on 
pages 52 and following in the comparative print is simply the raising 
of the taxable ceiling from $300 per month to $400 per month, begin- 
ning, January 1, 1952. If you look merely at the change made in the 
text, you might gather the impression that this was either effective 
immediately or effective retroactively. However, that is not the 
effect of the bill as is explained in the footnote at the bottom of page 
52, because in that section of the bill dealing with effective dates, 
that is, section 27, it is there specifically provided that this change in 
the Railroad Retirement Tax Act of substituting $400 for $300 
shall be effective as of January 1, 1952, or as it is expressed in the bill, 
with respect to compensation paid after 1951. 

That, Mr. Chairman, and gentlemen of the committee, concludes 
my discussion of the terms of the bill itself. Before I conclude my 
remarks, I would like to discuss with you for a few moments the 
subject of prudent financing of the railroad retirement account. 

hose of you who have had long service on the committee are, of 
course, fully familiar with the financial system underlying the Railroad 
Retirement Act. It may, however, be worth while for the benefit of 
the newer members to review the basic financial structure of that act. 

By way of background for that discussion, | want to remind you 
that there are several theories of financing insurance systems. The 
simplest one is what is known as the pay-as-you-go system, in which 
you simply meet from current income your currently maturing obliga- 
tions. That system is generally in some disrepute for several reasons: 
Particularly with respect to a retirement system your costs naturally 
increase year by year for a good many years after the system is 
established; that is, your current disbursements increase, and conse- 
quently if you are on a pay-as-you-go basis, the payments are’slight 
during the early years, and become heavier and heavier for some years 
later, and if you are getting contributions from employees, it means 
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that those employees who contribute during the early years pay rela- 
tively much less than those who pay during the later years. 

Now, at the opposite extreme of financing is the fully funded 
actuarial reserve system which is used generally by private insurance 
companies. Under that system the company aims always to have on 
hand sufficient funds so that if it stopped doing business, stopped 
incurring any additional obligations, or receiving any additional! 
income, it would have enough funds on hand so that with interes: 
earnings in the meantime it could liquidate all its then assumed 
obligations at the time they became due. 

The Railroad Retirement Act never has been and probably never 
will be financed on either of those two systems that I have described. 
Although it is frequently referred to as an actuarial reserve system, 
it is perfectly obvious that it could not be a fully funded system in 
the sense that I have described. We started right out with nothing 
in reserve and with accrued liabilities on account of prior service 
that had a value as of that time in excess of $3 billion, and there was 
not any $3 billion in the reserve. The financing had to be set up in 
such a way that the additional taxes collected over and above the 
cost of the obligations being currently incurred would provide a 
reserve that would meet the contingencies. 

The theory underlying the financial basis of the Railroad Retire- 
ment Act, as I say, is neither of the two that I have described, but 
rather what might be called an actuarial level cost basis. The primary 
objective of that system is to avoid the difficulty with the pay-as- 
you-go system that I have pointed out. In other words, the effort 
is made by means of actuarial calculations to determine a rate of 
contribution which will assure that if the system keeps going—not if 
it stops as in the case of a private insurance company—but if the 
system keeps going, it will be possible for all contributions to be at 
the same rate and to meet the obligations as they mature. That con- 
templates, of course, the accumulation of a reserve during the earlier 
years of the system’s operation and the use of interest on that reserve 
to reduce the rate of contribution that would be required in the later 
years if you were on a pay-as-you-go basis. So that is the objective 
of the railroad retirement system of financing—to establish a rate 
of contribution which can be uniform throughout its existence, and 
provide sufficient funds at all times to meet the obligations as they 
mature. 

That, I say, is its objective. Actually the theory has never been 
completely carried out in practice. We started out deliberately 
with a rate of tax of 2% percent of payroll, which was then scheduled 
to rise to 3% percent of payroll. That was a deliberate gradation of 
the tax in order to ease its incidence rather than to impose the full 
impact of the tax at one time. To that extent, it was a departure 
from the strict level cost theory. 

Again in 1946 when new benefits were introduced and it became 
necessary to raise the tax rate, the impact was eased by providing 
first for an increase to 5% percent, and a gradual increase to an ulti- 
mate 6 percent. There again the impact of the increase was eased 
so as to make it less burdensome on employees and on employers 
suddenly to have to meet a substantially increased burden. 

Now, I have reviewed that background for the purpose of exploring 
with you the standards of judgment that should be applied at this 
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time to determine whether if the increased benefits that we have 
suggested in this bill are adopted that makes necessary any change 
in the tax rate. 

Mr. Leighty in his testimony said that according to the estimates 
of the actuaries of the Railroad Retirement Board they come out with 
a level cost percentage of payroll of 14 percent, approximately. So 
that there is an apparent difference of approximately 1}. percent 
between the estimated level cost rate and the rate of tax that is being 
collected. Now, when the actuaries tell you that, that is as far as the 
actuaries can go. They make their figures and the judgment that has 
to be exercised as to what tax structure should be provided is a 
judgment that we have had to make for ourselves in making our 
recommendations to you, and a judgment which you will have to 
make for yourselves in considering the recommendations which we 
have made. 

Now, as Mr. Leighty has pointed out to you, in actual experience 
we have never had an actuarial estimate of a level cost basis that 
was not shown by developments in the next few vears to be an over- 
statement of the costs. That does not mean that the actuaries did 
not do their work properly. It means several things. By reason of 
economic developments, the income to the fund has been greater 
than they had anticipated. Also, probably by reason of the excessive 
conservatism that always characterizes the work of actuaries, they 
have overestimated the disbursements. 

Now, knowing those facts to be so, in 1948, when it became necessary 
for us to increase the benefits that were payable in order to meet the 
serious cost-of-living situation that confronted us, we recommended 
to you, and you adopted the recommendation, that benefits be 
increased by 20 percent without any increase in the tax rate, notwith- 
standing the fact that according to the actuarial estimates made at 
that time they arrived at a level cost percentage of payroll of some- 
thing over 1 percent in excess of the effective tax rate. We told you 
then that it was our belief that prudent financing did not require a 
change in the tax rate at that time, and the developments since then 
have actually established the validity of that judgment. If vou look 
at the railroad retirement account as of today in the light of events 
that we can now see, and if you estimate an equivalent level payroll 
of 5.2 billion, which we believe to be a reasonable estimate, as Mr. 
Leighty has demonstrated in his testimony, then the cost of the 
present system, based on such a payroll would be 12.18 percent, rather 
than the 12.5 percent that we are collecting, or rather than the 13.59 
percent that was estimated in 1948. 

Now, we realize perfectly well that you can’t buy a $14 article for 
$12.50. If contrary to all experience that we have had to date, it 
should appear that experience shows that the events do not work out 
as we expect, and that the estimate of 14 percent actually shows up in 
experience, then obviously some adjustment will have to be made. 
Either we will have to make some adjustment as to the benefits to 
find some savings, or we will have to put in some more money. But 
the point I want to emphasize with you in that connection is that 
there is adequate time to permit experience to determine whether or 
not any adjustments of that kind are necessary. 

Heretofore experience has always shown in like situations that 
adjustments did not prove necessary, and as the projection of the 
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Railroad Retirement Board, which Mr. Leighty introduced in the 
course of his testimony, shows, even if experience demonstrates that 
we are actually incurring a cost of 14 percent of the payroll, never- 
theless, for a period of the next 15 years the reserve in the account 
would continue to increase, and would reach a level of over $5 billion, 
compared with the $2,300,000,000 that is in the account at this time. 
In other words, taking the most pessimistic view that one might 
have of the actuarial estimate, you would still find reserve in the 
account more than doubling over the next 15 years. And, of course, in 
that time there would be plenty of time to make such adjustments 
as experience indicated necessary. 

There is a further reason, I think, why these benefits should be 
provided without disturbing the tax rate, and that is that there is a 
value in the maintenance of an existing rate at least until there is a 
positive demonstration that it is an overcharge or an undercharge. 
Now, you can make actuarial estimates from time to time by the same 
method but taking into account different views of experience from 
time to time, and even if there is no substantial change in the economic 
picture, you will still get varying results. 

Now, it would obviously be unsound practice if you had a system, 
for instance, such as the present Railroad Retirement Act, where we 
have a tax scheduled to vield 12.5 percent of payroll, if this year you 
estimate that it really is not going to cost but 12.18 percent, it would be 
unwise to come in and ask to reduce the tax. Sumilarly, if next year 
it was shown to be 13 percent by a valuation made then, then it would 
be unwise to come in and raise the taxes. These are things vou have 
to determine over a period of years, and in the light of the consistent 
experience shown over periods of years. 

Consequently, we have no hestitancy in saying to you that it is 
our considered judgment that you can perfectly prudently and safely 
provide the benefits that this bill proposes, and not disturb the existing 
schedule of taxes. 

That, Mr. Chairman, is all that I care to say at this time. I hope 
that we will be afforded an opportunity at a later point in the hearings, 
if opponents make criticisms of the bill, to answer those criticisms at an 
appropriate time. 

The CHarrMan. Yes, sir. 

Mr. Scuoene. If there are questions from the committee members, 
I would be happy to answer them to the best of my ability. 

Mr. Beckwortu. Mr. Schoene, I know you studied these plans a 
great deal. What do you feel is the most extreme departure that the 
present bill makes with reference to the current Railroad Retirement 
Act? 

Mr. Scuoenr. That is a little difficult to answer, Mr. Beckworth, 
because 1 do not think any of them are very extreme. I suppose that 
probably the most substantial departure is the provision of a spouse’s 
benefit for a living annuitant. Of course, we already provide for 
widow’s benefits after the individual is dead. But under present law 
when an annuitant is living, no other member of his family draws any 
benefit concurrently. 

Mr. Beckworrnu. How does that departure correspond with the 
social security provisions as to extent? 

Mr. Scnoene. The Social Security Act has provided ever since 1939 
for a wife’s benefit in the amount of one-half of the benefit being 
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received by the retired individual. We adopt that same formula, 
but put a maximum of $50 on the wife’s benefit. Social security 
does not put on an express maximum of that kind, but since the 
individual’s annuity is subject to a maximum of $80, the wife’s benefit 
a social security automatically becomes limited to a maximum 
of $40. 

Mr. Beckwortu. What do you consider is the most extreme depar- 
ture the proposed bill would make from current social-security pro- 
visions? 

Mr. Scuoene. I do not think that there are any, Mr. Beckworth. 
Of course, our act always has followed an entirely different theory 
in the computation of annuities, that is, old age annuities, from that 
followed in the Social Security Act. Under the Railroad Retirement 
Act, old-age annuities are directly proportionate to the years of service. 
The Social Security Act follows an entirely different theory and the 
benefits there are in no way proportionate to the years of service. 

Now, that same difference of approach is continued in the act as it 
would be amended by this bill. Insofar as survivor benefits are con- 
cerned, as I explained yesterday, there is complete coordination 
between the two systems and largely what is done by this bill is to 
adjust our act to the changes that were made in the Social Security 
Act by the amendments made last September. As against the present 
situation, [ would say there 1s not a departure from the principles of 
the Social Security Act but rather conformance. 

Mr. Beckwortu. | have been impressed with the comments that 
you are bringing some features of the Railroad Retirement Act into 
conformity with the Social Security Act. What might you say to 
an allegation that might be made that you are simply adding the 
good parts of the Social Security Act to the Railroad Retirement Act 
and leaving out less desirable parts? 

Mr. Scuoene. I do not think that such an observation would be 
justified, Mr. Beckworth, because, to whatever extent that might be 
true after the amendment proposed by this bill, that was established 
in 1946. The situation we find ourselves in is that in 1946, so far as 
survivor benefits are concerned, we established complete coordination 
with the social security system. Now, by reason of the amendments 
there made, we have become completely out of line. We are proposing 
here to pull back into line and reestablish the condition as of 1946. 

Offhand, I do not think of anything with respect to which it could 
be said that we are coming up to social security on the good points, 
and then leaving out the others unless that allegation were made with 
respect to the wife’s benefit that I have already referred to. That is a 
new principle in this bill so far as railroad retirement is concerned, and 
it follows a principle that has been in the Social Security Act since 
1939. 

Mr. Beckxwortu. One other brief question, and I do not expect an 
extensive answer. You recall in 1946, when we were amending the 
Railroad Retirement Act, there was great controversy about it, and 
many forecasts were made that certalii provisions would prove to be 
disastrous. You made a good witness then, and evidenced a great 
thoroughn:ss. In any appreciable instances, in looking back on what 
you said, do you feel that you erred and your forecasts were wrong? 

Mr. Scuoenr. We made one definite mistake in 1946, and that was 
when we eliminated the residual lump-sum guaranty. We felt at that 
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time that, in view of the new survivor benefits being provided that 
the lump-sum guaranty would be regarded as a matter of relatively 
little significance, and then as now we were looking for savings and 
we could make some savings by the elimination of that provision. 
Experience soon showed that the value attached to that guaranty by 
the beneficiaries of the system was worth a great deal more than the 
savings we sought to achieve. 

Consequently, we recommended to you in 1948, and you followed 
our recommendation, that that guaranty be restored. 

Another thing that we did which might be regarded as a mistake, 
but which I think is not really to be so regarded, is with respect to 
the increase in the tax rate to overcome a then apparent shortage. 
You will recall, Mr. Beckworth, that there was a good deal of contro- 
versy as to what the amount of that shortage was. It was contended 
by the opponents of the bill that the shortage was 3 percent, and that 
we should provide an increase of at least 1}; percent on each side to 
overcome that shortage. 

According to our view, it was 1% percent, and we recommended an 
increase of three-fourths percent on each side to over come that then 
apparent shortage. The Congress followed our recommendation. 

In the light of events since that time, it would appear that actually 
no increase at all would have been necessary. The fact that we made 
it, however, enabled us in 1948 to increase the benefits for retirement 
annuitants 20 percent, which involved an additional cost of almost 
2% percent, or approximately 234 percent of payroll, and the apparent 
shortage that we incurred by so doing was only about 1 percent. So, 
the existence of that 14% percent leeway was what enabled us to do 
what we did in 1948. So, although it was perhaps a mistake in that 
we overestimated our cost, still in the end result it was probably a 
good thing we did it. 

The Cuarrman. Mr. Wolverton. 

Mr. Wotvertron. With reference to the question that is frequently 
raised as to why there should be a difference in the treatment of the 
retired railroad worker and the worker covered by social security, it 
would seem to me that the difference in character of service should 
properly be taken into consideration. While we recognize the fact 
that all segments of our economy are important and necessary in 
the conduct of our national affairs and particularly in times of emer- 
gency, vet I think we all recognize the fact that the railroads are the 
most important part of all our transportation system and that, if 
they should fail, there could not be success. Furthermore, it deals 
with safety on the part of the traveling public. So, consequently, 
whatever is done to improve either wage rates or retirement benefits 
would be helpful in promoting continuity of employment in the rail- 
road system, that is extremely helpful, in my opinion, in providing 
that efficient service that is so necessary, not only from a national 
standpoint in time of emergency but in our everyday life in promoting 
safety. 

Consequently, I think that we are perfectly justified in taking these 
elements into consideration with the idea of promoting, as I see it, 
continuity of employment. The better the working conditions, the 
more likely it is that individuals will remain in the industry. 

Now, to me that has a very strong appeal when you start to match 
up railroad retirement, and that which is provided under social 
security. 
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Becoming more definite with reference to the questions that I see 
that this committee will be required to struggle with, they relate to 
the differences of opinion that exist between different groups in the 
railroad industry as to what should be done. Now, I do not know 
whether you would care to do that, either now or later; but, as I 
visualize it, I see this: First, it is apparent from your presentation of 
the matter to the committee that you and those who have been 
associated with you have given the subject very careful consideration, 
and you have come with this proposed legislation as the result of that 
study of a year or more. On the other hand, we are aware of the fact 
that the so-called operating brotherhoods have arrived at a different 
conclusion, and I am inclined to believe that the industry group, if 
you can speak of it as such, which is represented by Mr. Stack, may 
have come to some other conclusion, and it may be that the railroads 
have come to some conclusion. I am aware of the fact that in the 
past there has been a measure of cooperation between the brother- 
hoods and the railroads in the fixing of this system of retirement. 
It was very apparent in the early days of this legislation. As has 
been mentioned, the Supreme Court in the first instance decided 
against the legislation that had been passed by Congress. 

Subsequently, the brotherhoods and the railroads joined together 
and came before us with a bill that had the support of both, and the 
constitutionality of which has never been questioned. 

Now, right at the start of these proceedings, having in mind these 
different and divergent views, is it your intention either now or later 
to lay before the committee the various proposals showing where they 
diverge and where the differences are? It would be very helpful to 
the committee in my opinion, as the future witnesses come before us, 
to have some idea of where you differ and why you differ. Maybe 
that would be a matter of rebuttal. I do not know just what would 
be the proper procedure to follow in that case, but I am aware of 
the fact that after the testimony you have given and others come and 
testify to the contrary, either you would want the opportunity of 
appearing in answer to what is said or the committee would certainly 
want the opportunity of probably examining you and the others 
again in the light of the different viewpoints that are expressed. I am 
just wondering by what means we could get before the committee 
these different viewpoints so that as each witness comes up we could 
probably examine him, bearing in mind what the thoughts of the 
others are. 

I just do not know that we can do it in any way through you in the 
first instance as a witness. If you could explain it in a summary 
fashion to us, it might be helpful and save time to this committee. 

Mr. Scuoene. | will comment very briefly on that, Mr. Wolverton. 
I think that any detailed discussion of that is probably more properly 
subject matter for rebuttal for this reason: I would rather that those 
who differ with us state for themselves exactiy what their position is, 
If I undertake te state what their position is in order to differentiate it, 
I might be accused of misstating it, even though [ would make the 
most honest and accurate effort | could to state it correctly. 

In general it is our position—-and I think we can demonstrate it— 
that no bill that is before this committee other than 3669 meets any- 
where near all the problems that are confronting us. There are other 
bills that in various ways would seek to liberalize benefits in some 
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particulars, but we have made a very careful study of the total situa- 
tion and have embodied in our recommendations our best judgment 
as to how to meet the total situation. 

There are no other bills, for example, that would remedy what 
seems to us a completely intolerable and indefensible situation with 
respect to survivor benefits. 

Mr. Wotverton. Having in mind the beneficial results that were 
attained as a result of the consultations between interested parties in 
the past, may I ask the question: What, if any, effort has been made 
to bring together these different veiwpoints that are expressed by 
different bills that have been introduced or before introducing an\ 
legislation on behalf of the brotherhoods? Would you explain what, 
if anvthing, has been done in an endeavor to bring differing minds 
together? 

Mr. Scuorenge. Yes, Mr. Wolverton. Before any proposed legisla- 
tion on our part was introduced, we thoroughly discussed our pro- 
posals with the chief executives of the four operating organizations, 
and explained to them our reasons for making the proposals that we 
did. 

Mr. Harris. What do you mean ‘our’’? 

Mr. ScHoene. I am speaking for the Railway Labor Executives 
Association. We invited them to join with us in sponsoring such 
proposals. We also indicated that to the extent that they might 
have other ideas that we were entirely agreeable to considering them 
and seeing whether we could adjust our views to correspond. As a 
result of those discussions, we were finally advised that they felt that 
the proper solution was a 25-percent increase in all benefits across the 
board without seeking any savings through which to finance such an 
increase. 

We then felt it was not possible to bring our views together because 
they were simply too far apart after extensive discussions had been 
held. 

We also had some meetings with representatives of the carriers prior 
to the introduction of the legislation. Jt appeared then that, while 
the carriers were considering it, they were not in a position to give us 
any commitments one way or another for some time, and we felt that 
we had to proceed to get legislation before Congress. We made it 
clear, however, that that would not preclude our giving further con- 
sideration to getting together. And we have from time to time infor- 
mally had discussions with representatives of the carriers on that 
subject, too. However, I cannot say that the results of those dis- 
cussions are very promising of our being able to agree on a program. 
As of the present time, at least, we seem to be rather far apart in our 
views. 

Mr. Wotverron. But your remarks would indicate that at least 
the door is still open. 

Mr. Scuorenr. Our door is always open, Mr. Wolverton. 

Mr. Wotverton. Without going into any detailed discussion of 
the subject, but to indicate merely that there may be a disposition of 
getting together, | have been advised—not by any member of the 
operating Brotherhoods but otherwise—that in the Senate hearings 
their representative had reduced their request for a 25-percent increase 
across the board to somewhere in the neighborhood of 16% percent. 
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Do you know whether that is the case from the testimony that has 
been given in the Senate? 

Mr. Scnoene. Sol understand. As I understand that testimony, 
it is the present position of the operating organizations that they 
would recommend a 16% percent increase in retirement annuities only. 
That, so far as retirement annuities are concerned, would bring us 
fairly close together. In fact, in the annuity formula which they 
propose, the formula is identical to that which we propose except for 
the middle bracket, where there is a difference of one-tenth of 1 percent 
in the annuity factor to be applied. That makes the difference be- 
tween the increase of 16% percent, which they propose, and the in- 
crease averaging 13.8 percent which is embodied in our bill. 

So far as that particular factor is concerned, I should say that the 
difference of view has been substantially reduced. However, so far 
as the other features of the bill are concerned, we definitely consider it 
necessary to correct the situation with respect to survivor benefits. 
We think it is necessary to make very substantial increases in survivor 
benefits. We think it is necessary to supplement the individual’s 
annuity with a wife’s benefit; and, in order to do those things, we have 
to make the savings that our bill provides, and we feel that we should 
raise the additional money that would be raised from increasing the 
taxable and creditable compensation from $300 to $400. 

Those are not all the items of the bill, but certainly the outstanding 
items on which there has apparently been no progress in arriving at a 
common ground. 

Mr. Wotverton. Mr. Chairman, the bells have rung for a quorum. 
The House has a very important matter before it immediately upon 
convening, and I realize that it would be improper to expect members of 
the committee to remain for further questioning at this time. I shall 
conclude at this time by merely saying that it seems to me apparent 
that, in order that the committee may have a full understanding of 
this whole matter, we may have to be a bit more liberal in our conduct 
of the hearings on this matter than ordinarily is the case. It is very 
plain to me that it will probably be necessary for some rebuttals to be 
made either to get the full issue before the committee or to give the 
committee members the opportunity of getting the fullest understand- 
ing of the matter that is before us. So, I would like you to have in 
mind, Mr. Chairman, that there is that possibility. 

The Cuarrman. We have that in mind. 

I am sorry we must stop at this time, but it is necessary that 
we do so. We hope to meet again tomorrow at 10 o’clock. 

Mr. Scnorens. Mr. Chairman, I will be available. 

The Cuarrman. Can you come back tomorrow? 

Mr. Scuoene. Yes. I was going to say I will be available in the 
event that there are other questions that the committee members would 
care to address to me in the morning. 

The Cuarrman. There is no doubt that other members of the com- 
mittee want to ask you more questions. So, will you be here, please, 
tomorrow morning at 10 o'clock. 

Mr. ScHOENE. Yes, sir. 


(At 11:10 a. m., a recess was taken until Friday, Mav 18. 1951. at 
10 a. m.) 

















RAILROAD RETIREMENT AMENDMENTS 





FRIDAY, MAY 18, 1951 


Hovsr or REPRESENTATIVES, 
ComMiTTEE ON INTERSTATE AND ForeiGN CoMMERCE, 
Washington, D.C. 

The committee met, pursuant to notice, at 10 a. m. in the committee 
room, 1334 House Office Building, the Honorable Robert Crosser 
(chairman) presiding, for further consideration of H. R. 3669, H. R. 
3755 and other measures. 

The CHatrman. The committee will come to order. I think 
Mr. Schoene had finished his statement, and was subject to cross- 
examination. Mr. Dolliver. 

Mr. Douuiver. I would like to ask some questions of Mr. Schoene, 
Mr. Chairman, but I think perhaps we ought to hear from our col- 
league, Representative Smith of Virginia, w ho is present. 

he CuairnMAN. Suppose we let Judge Smith proceed. 


STATEMENT OF HON. HOWARD W. SMITH, A REPRESENTATIVE 
IN CONGRESS FROM THE STATE OF VIRGINIA 


Mr. Smirn. I will be very brief. 

I wanted to talk about bill H. R. 2256. It seems that there is set 
forth in the Retirement Act a provision providing that a man who is 
entitled to retirement, if he is employed elsewhere after he retires, and 
desires to draw his compensation, he cannot do so unless he gives up 
up the job he has, even if he is employed by some other employer than 
a railroad. 

The result of that is to enforce idleness upon a person who may be 
perfectly competent to perform some sort of service. 

Now, the object of this bill is to so amend the technical language 
involved there that a person who is entitled to his retirement and who 
has quit railroad work shall not be deprived of his retirement benefits 
because he wants to earn a little something on the side. 

I introduced this bill at the request of one of my constituents, a man 
who worked for the railroad many years, who had become entitled to 
his retirement pay, who quit the railroad and went to work for the 
Interstate Commerce Commission, and is working there now, but 
cannot draw any retirement pay unless he gives up that job. 

I do not think it was the idea of Congress to force complete idleness 
on anyone, but that is the effect of the language as it is now written. 

My proposal, as set forth in the bill and in the statement which | 
would like to file, would simply amend somewhat, in a minor respect, 
some of the language there so that a person, if he was competent to do 
so, could make some earnings other than his mere retirement pay. 
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That is about all there is to it, Mr. Chairman, unless there are some 


questions. 
(The statement submitted by Mr. Smith is as follows:) 


MEMORANDUM SUBMITTED BY ERNEsT D. McIver 


The present act, section 2 (a), provides for annuity payments to ex-railroad 
employees after reaching 65 years of age and retirement from that employment 
and from employment by ‘any person, whether or not an employer” (railroad as 
defined in the act) but with the right to ‘‘other employment” to the extent not 
prohibited by subsection (d). Section 2 (b) provides that annuity payments be 
paid ‘“‘only if shall have relinquished such rights * * * to return to service 
of an employer (railroad) and of the person by whom he was last employed” 
(not a railroad). Section 2 (d) provides no annuity shall be paid to anyone for 
any month in which compensated service is rendered to an ‘employer’ (railroad) 
“or to the last person by whom he was employed prior to the date on which the 
annuity began to accrue.” 

The proposed amendment under H. R. 2256 would remove from the present 
act the underscored portions as above quoted. That would permit payment of 
annuity benefits, under present and continued requirements as to age, and 
employment and reemployment by a railroad. ‘There would be no change in the 
present prohibition against annuity payments to anyone who is or may be working 
for a railroad. The amended act would permit employment of retired railroad 
workers receiving the annuity benefits, without the present prohibitions against 
employment by persons other than railroads, in that the application must be 
filed at a time when not employed by anyone. ‘The present act compels retired 
rail workers to be idle at all times, regardless of capacity, ambition, and ability 
to perform many types of work, other than for a railroad, worth while to them. 
selves and to the Nation at a time when man power is greatly needed. 

The proposed amendment is not intended as individual relief, but to afford 
general relief to all retired railroaders from enforced idleness, because they, like 
your petitioner, must choose between retirement annuities with no employment, 
or no annuities and continued employment. Your petitioner here began railroad 
work in 1895 which was stopped in 1938 because his employer railroad abandoned 
its operations. He is now 72 years of age and has never received any railroad 
retirement pay, simply because of employment by the Interstate Commerce 
Commission before applying for those benefits. He must now give up his em- 
ployment in order to be paid annuity benefits, and not be again reemployed by 
the Commission. That is a hard choice for one so old whose chances for other 
work becomes less and less each day. He and other ex-railroad workers so 
situated may hope for retirement benefits, for which they paid, only in the 
enactment of the amendments proposed in H. R. 2256. 


The CuatrrMan. Thank you very much. 

Mr. Smita. Thank you very much, Mr. Chairman and gentlemen 
of the committee. 

Mr. Bennerr. Mr. Chairman. 

The Cuarrman. Mr. Bennett. 

Mr. Bennett. Mr. Chairman, I have no questions, but I would like 
to ask unanimous consent to insert in the record following the testi- 
mony of Judge Smith a statement by my colleague, Mr. Roy Woodruff, 
of Michigan, on this legislation. 

The CuarrMan. Very well, without objection the statement will be 
included in the record. 

(The matter referred to is as follows:) 


STATEMENT OF Hon. Roy O. Wooprurr, A REPRESENTATIVE IN CONGRESS FROM 
THE STATE OF MICHIGAN 


Mr. Chairman, I am pleased that the great Committee on Interstate and 
Foreign Commerce has found it possible to hold hearings on H. R. 3669, a bill to 
amend the Railroad Retirement Act. Every Member of Congress has been re- 
ceiving a constant volume of mail asking that the benefits under the present re- 
tirement act be improved. The people who are living on fixed incomes under this 











RAILROAD RETIREMENT AMENDMENTS 141 


system are suffering from the pressures of rising costs probably more than any 
other group of our citizens. 

These je for increased benefits under the retirement system are not a new 
thing to Members of Congress. As a matter of fact, within the last 2 or 3 years 
ST con seems to have grown mcre and more acute. Despite the pressing 
need, however, the authors of H. R. 3669 are to be congratulated for the careful 
and painstaking manner in which they have approached this situation. 

No bill should be considered by your committee that has not been very carefully 
drafted. It should be the result of the most intense study by all of the experts 
that are available to your committee. It is my understanding that of all the bills 
now before you, more work and preparation has gone into the drafting of H. R. 
3669 than any of the others. 

I need not tell you, the members of this committee, of the pressing need for relief 
of widows and children now attempting to live on the amounts presently afforded 
them by the Retirement Act. The average railroad widow is receiving a monthly 
= far below the most sketchy minimum. It seems to me that this class of 

neficiary, the widows and children, should receive your most careful considera- 
tion, and if possible, the most help. 

At this time I should like to pay tribute to the employee representatives who 
are asking for the passage of H. R. 3669. They have proven themselves worthy 
of the trust that is placed in them in resisting ill-advised approaches to this 
problem. Probably more than anyone else concerned with the Railroad Retire- 
ment Act, employee representatives are anxious thai its financial integrity not be 
endangered. They have a fine record in this field. They have proven themselves 
many times in the past to be good businesslike judges of what can be done with 
their system. I commend them and trust that they will continue to safeguard 
this vital system which is so imporiant to the people that they represent. 

Mr. Chairman, I assure you and the members of your committee that when you 
are able to report a bill to the House floor that will improve the benefits under the 
Railroad Retirement Act, I shall do everything possible to assist you in securing 
its passage. I have confidence that your committee will move with dispatch and 
I am sure that that confidence is shared by all Members of Congress. 


The CuarrMan. The statement of Congressman Paul W. Shafer, of 
Michigan, will also be included in the record at this point. 
(The statement above referred to is as follows:) 


STATEMENT OF Hon. Paut W. SHarer, A REPRESENTATIVE IN CONGRESS FROM 
THE STATE OF MICHIGAN 


Mr. Chairman, I am delighted that the Committee on Interstate and Foreign 
Commerce now finds it possible to consider amendments to the Railroad Retire- 
ment Act. Along with all other Members of Congress, I am deeply interested in 
making whatever changes can be made in this act within reasonable bounds of 
safety. 

Since coming to Congress, I have always been interested in the Railroad Retire- 
ment Act for two reasons: First of all, inasmuch as the district that I represent 
contains substantial railroad installations, the welfare of a number of my people 
is involved. Secondly, I have been keenly interested in the determination on the 
part of the railroad workers themselves that their retirement system not be a form 
of socialistic subsidy. 

No doubt all of the members of your committee are fully aware of the facts 
warranting amendments to the Railroad Retirement Act. Except to say that 
my mail indicates that there is a substantial feeling that benefits for widows and 
children especialiv should be improved, I will not go too much into detail as to 
what I think should be done in the way of amending this act; but rather, if vou 
will permit me, I would like to discuss for a moment the independence of *h 
railroad retirement system which I have mentioned above. 

Railroad emplovees and railroad management in combination are now contribut- 
ing 12 percent of their total pavroll to the maintenance of their retirement system. 
Other workers covered by social security, of course pay much less. There have 
been complaints that one system costs too much and the other system costs too 
little. Tam not an actuary and of course cannot discuss the merits or demerits of 
these complaints. I seek only to pay tribute to the railroad employes who have 
historically insisted that they must pay their own way in the field of retirement. 
No group has resisted the inroads of socialism in a more determined fashion than 
these railroad employees. 
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Any of you who are familiar with my record in matters of labor relations will 
agree that I have acted in an independent manner. There are times when I agree 
with the labor unions and times when I do not. I am pleased to say to you today 
that I am in full agreement with the Railway Labor Executives’ Association and 
their sponsorship of H. R. 3669, a bill whose author is the distinguished chairman 
of this committee. I have found in the pasi that the advice of the Railway Labor 
Executives’ Association in matters affecting the administration of the Railroad 
Retirement Act to be dependable and honest. They are now proposing a bill 
which will afford relief to widows and children as well as all other classes of bene- 
ficiaries under ‘iis act. I therefore am pleased to advise this committee of my 
support of this bill, and I hope that it will be reported expeditiously in order that 
we may jointly move for passage on the floor of the House. 


The CuarrMan. All right, Mr. Schoene. 


STATEMENT OF LESTER P. SCHOENE, COUNSEL FOR THE RAILWAY 
LABOR EXECUTIVES’ ASSOCIATION —Resumed 


Mr. Douiiver. Mr. Chairman. 

The CuairmMan. Mr. Dolliver. 

Mr. Doturver. First of all, 1 would like to compliment you, sir, 
upon the testimony which you have given. I do not recall that I have 
ever seen a finer exhibition of well-informed knowledge on a compli- 
cated piece of legislation such as you have ably displayed here in the 
last few days. 

Mr. Scuoenre. Thank you, sir. 

Mr. Douuiiver. Certainly, speaking for myself, and, perhaps, for 
the other members of the committee, I want to say that it is recognized 
by us to be a very important piece of legislation, and a piece of leg- 
islation which is highly complicated, and probably one which de- 
Serves some very close attention and scrutiny by the committee. 

Probably the questions I shall ask you may seem a bit on the naive 
order since I am not, admittedly, as well versed in this matter as you 
are. 

The first thing I would like to ask vou in order to get my thinking 
clear is this: As I understand your testimony about this comparative 
print it is not contemplated that there shall be any increase in the 
payments made either by the employee or by the employer; is that 
correct? 

Mr. Scnuorenr. That is right, the tax-rate schedule would remain 
as it is fixed in the present law, which is now 6 percent of the payroll 
up to $300 per month on each side, and it becomes 61; percent auto- 
matically after this year. 

Mr. Douurver. That will be in the beginning of the year 1952? 

Mr. Scnoens. Yes, sir; at the beginning of the year 1952. 

Mr. Doututver. So there will be some additional funds at that time. 
The testimony which you gave, as I understood it, does, however, 
comtemplate an increase in benefits in various categories, including 
survivors’ benefits, and other categories which you have mentioned? 

Mr. Scuoenr. Excuse me, Mr. Dolliver, | should mention that 
there is an increase in the tax base also provided by this bill. 

Mr. Dotutver. I was just coming to that. Please describe that in 
simple language. 

Mr. Scuornsr. At the present time the maximum compensation 
that is taxable is $300 per month. The bill simply increases that 
maximum to $400 per month. 
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Mr. Douutver. So, there will be an increase. Although there is 
no increase in the percentage of tax, there is an increase in the amount 
of tax? 

Mr. Scuoene. That is right. 

Mr. Dotuiver. I take it that increase in the base is justified upon 
the proposition that there has been an increase in the wages received 
by the workers in this business? 

Mr. Scnorene. Yes. At the time that $300 maximum was estab- 
lished there were relatively few employees making over $300 per 
month. Since that time there has been an increase in the wage rates, 
disregarding any allowance for maintaining 48 hours of pay for 40 
hours work, of a little over $140 a month, so the $400 ceiling now 
is relatively a lower ceiling than the $300 ceiling was when the legis- 
lation was first adopted. 

Mr. Douutver. Of course, it follows that, in your opinion, this 
increase in the base does not work any particular hardship upon the 
man who contributes it? 

Mr. Scnuoene That is right. 

Mr. Douuiver. That is your view of it? 

Mr. Scuorene. Yes, sir. 

Mr. Do.itver. What about the contribution of the employer, the 
railroads; is that in the same category? 

Mr. ScHoene. Yes, sir. 

Mr. Doutiver. Is there an increase in the base as far as they 
are concerned? 

Mr. Scuorene. Yes, sir. 

Mr. Doututver. It is the same increase both as far as the employees 
and the emplovers are concerned? 

Mr. Scuorene. Yes, sir. 

Mr. Douuiver. But there is no increase on either side in the 
percentage? 

Mr. Scuoene. That is correct. 

Mr. Douitver. Immediately the question comes to mind as to 
the actuarial soundness of the new proposals. 

1 would like to make a few further inquiries in that respect. Who 
was it that made the studies for the Railway Labor Executives’ 
Association in regard to the actuarial soundness of the proposals 
which vou have explained? 

Mr. Scuorenr. We received our information on it from the actuaries 
of the Railroad Retirement Board; that is, in consultation with 
them; during the course of the past vear and more we have been 
getting from them actuarial estimates of the costs of a considerable 
variety of amendments we had under consideration, and we finally 
received an over-all estimate of the effects of this bill. 

Mr. Douuiver. I have always felt, and I think many others, includ- 
ing your organization, have felt that one of the very fine things 
about the Railroad Retirement System has been its actuarial sound- 
ness I would think on my own part, that it would be a very grave 
mistake if that actuarial solidity were destroyed or even impaired 
by legislation which we should pass without close scrutiny in that 
respect. You had no outside actuarial advice other than from the 
Railroad Retirement Board? 

Mr. Scnoenr. That is right. 
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Mr. Douuiver. And their opinion, as you took it, is that the 
proposal which you have made in the last few days would not upset 
the financial soundness of the fund? 

Mr. ScHorene. That is what the Board has reported to this com- 
mittee. As I think I explained, and as I think Mr. Leighty explained, 
the question of what steps can be taken by way of benefit legislation 
without disturbing the tax rate is not a purely actuarial question. 
That is a question of judgment which we have to exercise, which you 
have to exercise, and which the Board had to form its judgment on 
after the actuaries got through presenting the figures. 

The estimate which the actuaries furnished us, and which the Board 
has reported to this committee, presents the estimated cost of the 
system as it would be amended by this bill as coming to 14.12 percent 
of payroll. Now, the tax that we raise is 12% percent of payroll 
beginning next year. That would mean that if the assumptions used 
by the actuaries actually worked out in every detail over a long period 
of years in the future we someday would run out of money. 

However, it has been our experience that we have never had an 
actuarial estimate that was not shown to be an overstatement of the 
costs within a matter of a few years. Consequently we feel that we 
are warranted in relying on that experience in doing as we did in 
1948, run an apparent shortage of that minor amount for such a 
period of time as it takes to ascertain whether the experience is 
actually carrying out the assumptions that the actuaries made. 

Mr. Do.tuiver. Now, you have displayed by your testimony that 
you are well informed and an expert in this field. Would you state, 
based upon your studies, that this proposed bill is actuarially sound, 
in your opinion? 

Mr. Scuoene. In my opinion it is. 

Mr. Dotuiver. And it is fair to say that it is not the objective of 
the association which you represent to destroy the acturial soundness 
of the system? 

Mr. ScHoenr. Positively; we are very much interested in _pre- 
serving it. 

Mr. Do.titver. Now, to allude just briefly to another phase of the 
Railroad Retirement Act, which is, perhaps, not involved here at all, 
but I justwant to clear it up now, what about unemployment in- 
surance; is that involved in this legislation? 

Mr. Scuorenr. That is not involved in the bill that we propose. 
The Railway Labor Executives’ Association has not considered any 
amendments to the Unemployment Insurance Act at this time. 

Mr. Dottirver. So this in no way affects that legislation; that is, 
your proposal does not? 

Mr. ScHoene. Our proposa] does not. 

Mr. Douiiver. Mr. Chairman, | believe that is all; thank you 
very much. 

Mr. Cuairman. Mr. Bennett. 

Mr. Bennett. I too would like to commend you on a very fine 
statement, Mr. Schoene. 

Mr. Scuorene. Thank you. 

Mr. Bennett. | certainly think that you have an excellent grasp 
of this whole problem. 1 would like to ask you a few questions about 
the transfer of beneficiaries from the Retirement Act to social security. 
As I understand it, anyone having 10 years or less of eligibility 

Mr. ScHOENE (interposing). Less than 10 years. 
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Mr. Bennett. Any period of less than 10 years of eligibility under 
the Retirement Act can automatically have their credit transferred 
to the Social Security Act? 

Mr. Scuoene. That is right. 

Mr. Bennett. And in that case your fund, that is, the retirement 
fund, pays the social-security fund the same amount that the bene- 
ficiary would have paid had he been under the Social Security Act 
all the time? 

Mr. Scuoene. I think that would be the effect. We do not con- 
template that there would be an individual person-by-person transfer 
of that sort. Rather, what the bill provides is that the Social Security 
Administration and the Railroad Retirement Board shall make a 
joint study of their experience with this legislation and then recom- 
mend such adjustments as are necessary between the two funds, so 
as to put the social-security trust fund in the same position it would 
have been in if it had collected social-security taxes on all railroad 
employment and had paid the social-security benefits on all railroad 
employment. They will take into account in that adjustment, due 
credit to the social-security system for having paid benefits based on 
railroad employment for these people with less than 10 years of 
service. 

Mr. Bennerrt. Is it contemplated that there shall be an actual 
transfer of funds? 

Mr. Scuorensr. Oh, yes; whatever transfer is necessary to comply 
with that standard would be contemplated. Now, the bill does not 
provide for an actual transfer. We had the same kind of a problem 
in 1946 when we instituted survivor benefits, and, under the survivor 
benefit provisions, the railroad retirement account pays for nonrailroad 
service In the case of people who die connected with the railroad indus- 
try, or, conversely, the Social Security Board pays benefits based 
on railroad service if the individual was not connected with the 
railroad industry at the time he died. 

We did not know in 1946 how that was going to work out, as to 
whether it would be a greater burden on one than on the other, or 
whether it would balance out, or jusi what would happen, so we pro- 
vided at that time that the two agencies were to make a joint report 
to the Congress on their experience in that regard. Such a report 
has been made, and it shows that over the first 5-vear period the 
Social Security Board owes the Railroad Retirement Board about 
$1,500,000, or $1,600,000, or something like that. 

Mr. Bennetrr. Now, where an individual has credit of less than 
10 years under the Retirement Act, and he also has sufficient credit 
under the Social Security Act for work that he did, and which qualifies 
him under that act, in such a case there would not be any adjustment 
between the funds, the individual would simply take his benefits from 
social security; is that true? 

Mr. Scnorene. Well, in most cases, Mr. Bennett, the crediting of 
the railroad service under social security would increase his benefit 
under social security, even though he has sufficient service to qualify 
under that act. That arises from the way the average monthly wage 
is determined under the Social Security Act. 

You see, the period of time he spent in the railroad industry would 
be used in the divisor to average out his social-security earnings, and 
if we did not credit his railroad earnings in that time it would reduce 
his average monthly compensation. 
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That I say would be true in practically all cases. I think the only 
exceptions would be cases where they were qualified for the maximum 
under the Social Security Act by reason of their nonrailroad service 
alone. In other cases, of course, an individual will have some service 
in social security, and some railroad service, but the service that he 
has under social security is not enough to make him eligible without 
crediting his railroad service, and in that case the crediting of the 
railroad service not only gives him credit for that service, but even 
for the other, the nonrailroad service. 

Mr. Bennerr. But where he has sufficient credit under the Social 
Security Act to receive the maximum benefits under that act, then 
his service under the Retirement Act is ignored? 

Mr. Scuoene. As far as social-security benefit is concerned that 
would be true. In such a case, of course, there would be payable to 
that individual’s survivors from the railroad retirement account this 
residual lump-sum guaranty because these people would remain subject 
to the guaranty that is now in the act. They would receive by reason 
of their railroad service additional benefits at least equal to the amount 
of contributions they had paid to the railroad retirement fund, plus 
an allowance in lieu of interest. 

Mr. Bennett. That would only apply where the benefits that 
had been derived under social security were not sufficient to brin 
them up to the maximum amount of credit for railroad service niened 
to bring it up to that maximum? 

Mr. ScnHoene. No; that lump-sum guaranty is applicable to all 
cases, and it depends on how much benefit he derives under social 
security from the crediting of that railroad service. If his nonrailroad 
service qualifies him for the maximum under social security then, of 
course, he has derived no benefit from the crediting of his railroad 
service, and the entire lump sum would be payable. If he derives a 
little benefit from the crediting of it a part of the total lump sum 
may be payable. In other words, we deduct from the total lump sum 
whatever benefits are paid by reason of crediting his railroad service, 
just as we do under the Railroad Retirement Act, we deduct from that 
total lump sum any benefits paid on the basis of service under the 
Railroad Retirement Act. 

Mr. Bennerr. The amendments which are provided in this biil 
eliminate the situation which | mentioned to you the other day? 

Mr. Scnoene. Yes. 

Mr. Bennerr. Where a surviving widow’s husband was working at 
the time of his demise in railroad employment, could she get a greater 
benefit under social security, or would she be required to take the 
smaller benefit under railroad retirement? 

Mr. Scnorene. There would be no case where it would be greater 
under social security. It would always be greater under railroad 
retirement. 

Mr. Bennerr. Under these amendments? 

Mr. Scnoene. Yes; under these amendments. 

Mr. Bennetr. So, if greater benefits were provided you could get 
back to the situation I described? 

Mr. Scuorene. Yes; if the Social Security Act were amended ‘and 
the Railroad Retirement Act was not correspondingly amended you 
could get back to that situation, because the situation that you 
describe arises from the fact that the Social Security Act was very 
much liberalized in the 1950 amendments. 
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Mr. Bennetr. But why should there not be a provision made 
which would eliminate that contingency in any case so that the 
survivor in all cases would be able to elect and take under the act 
which provides the greatest benefit? 

Mr. Scnoens. Fundamentally I would see no objection to any 
such provision. It just would strike me as a little strange to include 
in present legislation a provision looking toward a situation that 
cannot arise under the present law, but in contemplation of the fact 
that there might sometime be an amendment that could bring about 
such a situation. 

Mr. Bennerr. Well, this case I mentioned is a situation that has 
caused some real hardships. In other words, this particular widow 
by not being able to come under the Social Security Act, and being 
forced now to come under the Retirement Act, has lost a considerable 
amount due to that fact. I am just thinking of a possible situation 
like that arising in the future, aa seeking to correct it now so that it 
could not arise under any circumstances. 

Mr. Scnoene. It is a little difficult at any time, Mr. Bennett, to 
write legislation which seeks to foreclose the possibility of an inequity 
arising under legislation that may be adopted in the future. 

Mr. Bennetrr. Can you not do it by simply providing for an 
election? 

Mr. Scsoene. You could. It is purely a question of whether it is 
appropriate to write legislation now directed toward a situation that 
cannot arise under the present law. 

Mr. Bennerr. I am not directing my criticism toward these 
amendments. I think they are very desirable and worth while, but 
I do not. think that the law should be written so that a situation such 
as I described can arise in the future. In other words, if you can by 
simple language provide for an election in any case you eliminate that 
possibility. 

I want to ask you one other question about survivors’ benefits. 
As I understand it when an employee dies, leaving a widow with 
children under the age of 18, she automatically becomes entitled to 
benefits for herself and her children, irrespective of her age. . 

Mr. Scuorne. That is right. 

Mr. Bennett. She receives those benefits if she is under 65 years 
of age until her children reach the age of 18? 

Mr. Scuoens. Until the last child reaches 18. 

Mr. Bennett. And then they are cut off? 

Mr. Scuoens. That is right. 

Mr. Bennerr. Her benefits as well as the benefits to the children? 

Mr. Scuoens. That is right. 

Mr. Bennett. So that if you had a widow 50 years old, let us say, 
at the time her last child reaches the age of 18, then her benefits are 
cut off for the 15-year period between the age of 50 until she reaches 
the age of 65, is that true? 

Mr. Scuoene. That is right. 

Mr. Bennett. Then when she reaches the age of 65 she again 
becomes entitled to survivorship benefits on her own account? 

Mr. Scuoeng. That is right. 

Mr. Bennett. But you leave that gap there and so does social 
security, as I understand it? 

Mr. Scuoensg. That is right. 
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Mr. Brennerr. You leave that gap in the case of widows without 
minor children for, in many cases, as long as 15 years when that 
spouse is entitled to nothing? 

Mr. Scuoene. That is true. 

Mr. Bennett. What can be done about that situation; can any- 
thing be done? 

r. ScHoEne. I wish I could tell you, Mr. Bennett. 

We have been very much troubled about that. I think it is one 
of the most severe gaps in the protection that we afford. 

We did study very carefully the possibility of Penne: | he age at 
which a widow could become eligible when she no longer had children 
in her care, but we found simply that the cost would be prohibitive. 

I am very hopeful that at some time it will be possible to do some- 
thing about that because you are perfectly right in pointing to it as 
@ severe gap in the protection which is afforded. 

Mr. Bennett. Well, if we have to make a choice, would it not be 
better to make some provision for these widows whose husbands are 
deceased, say, during the period from 50 years of age to 65 years of 
age, than it would be to provide additional benefits for wives whose 
husbands have retired and are still living when they reach the age of 
65? In other words, looking to the equity of the situation, if you can 
only take care of one class, is there not greater need for the widow who 
has no husband to help her and who has no means whatever of support 
in many cases; is it not more necessary that she be provided for than 
the wife of a retired employee who does have her husband, and who 
does have the benefit of his pension, or whatever other earnings he 
can provide? 

Mr. Scnoene. Well, of course, that is a mighty difficult choice to 
make. The basic purpose of the Retirement Act is to provide income 
sufficient on which to live for people who have retired from the rail- 
road industry. 

Now, in those cases, of course, the family is totally dependent, 
normally, on that income, and even with the liberalization of benefits 
that we here provide, plus the additional income up to $50 a month 
if there is a wife to support, it is scarcely adequate even for that 
purpose. 

Now, in theory, at least—it may be largely theory—but at least in 
theory, the woman who does not have children to care for and is 50 

ears old has some chance, at least, of getting a job and supporting 

erself. I realize that in many cases the chances of her getting a 
job at that age that provides her sufficient income to support herself 
are not very great, but at least, in some cases, or, perhaps, in a good 
many cases, they will be able to find some employment. 

Mr. Bennett. I wonder if that is true. Now, you take the aver- 
age mother of a family where there are children, she devotes most of 
her time to raising that family. The kids get to be 18 years of age, 
and they go off for themselves. They have either got to go out and 
get their education, or they go out and get a job. They, ordinarily, 

o not contribute any longer to the family. Here is a widow, say 
she is 48, 50, 52 years of age, a widow who devoted 20 or more years 
of her life to being a housewife. The chances are, under our economic 
system, that there is no market for her labor, unless she is skilled in a 
professional way of some kind. That is why I am wondering if it is 
not more desirable to take care of that type of person than it is to 
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vide additional funds for a wife who does have the benefit of her 
usbands’ pension and whatever other income he may be able to 
provide. «1 am not opposed to the wife getting the extra compen- 
sation, but if we have to make a choice, do you not think there is 
more equity. in making provision for the widow who has raised her 
family and has no other means of support; that is, from the time she is 
50 years of age until she reaches the age of 65? 

r. Scnorne. Mr. Bennett, I cannot deny the desirability of 
protecting that widow. When it comes to the question of choice, I 
suppose that is largely a matter of opinion; it is always difficult to 
choose between two equitable claims. 

Further, I should say this: although I do not have before me here 
the memorandum showing the exact cost figures, it is my recollection 
that the cost of providing the wives’ benefit is substantially less than 
the cost would be to carry the widows’ protection down to age 50. 

Mr. Bennett. I wonder if any figures could be obtained on the 
relative cost of those two things? 

Mr. Scuoene. Yes; we have them. I just do not have them before 
me at the moment, Mr. Bennett. I recall the cost of bringing the 
widows’ protection down to age 50 as being about 1.7 percent of the 
payroll. Ido not have before me at the moment what the cost of the 
spouses’ benefit is. 

Mr. Leicury. For spouses it is 1.11 percent of the additional cost, 
an! including widows down to age 50, it is 1.80 percent. 

Mr. Bennett. I am speaking now of widows who are eligible 
because they are under 65 years of age, because they have children. 
Are you taking your figures across the board? 

Mr. Leiegury. We went from 65 down to 60, and we found the 
additional cost there would be 1.20 percent. Then we went from 60 
down to 55, and we found the additional cost there is something like 
four-tenths of 1 percent, and then made the last drop from 55 to 50 
which was the lowest amount because many of those widows would 
have children under 18 years of age in their care and would be getting 
annuities under the present act. 

I think one of our main considerations in making the decision that 
we did was the fact that in all other cases in other plans the widows 
from age 50 to 65 were cared for through the assistance of the various 
States and counties. That was one of the considerations we used when 
we had to make a choice of what we could do with the funds available 
and the question then arose as to why we should take on that load 
to the railroad retirement fund and relieve the State and other funds 
of those expenses when they had to take care of those expenses for all 
other groups. 

Now, with respect to wives we found that unless something was 
done for the wives many of our retired people would receive lower 
annuities than they would under social security, and we did not feel 
we could justify that because of the increased tax under railroad 
retirement as compared with social security. 

It was a hard choice to make, but we found that even though we did 
eliminate the spouses’ annuity we still would lack a considerable sum 
of taking care of these widows from age 50 to 65. There were many 
considerations involved and there was very much discussion in con- 
nection with it. 
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Mr. Bennett. Well, you say the State laws take care of widows 
under 65. 

Mr. Letcuty. Well, in this respect, yes. Of course, many of them 
have to take a pauper’s oath to secure it, and that is done in very 
many cases. 

I do know, based on my own experience in St. Louis, that many 
widows from age 55, and even up to age 65, can secure employment 
there as salesladies in the department stores. In fact, I have several 
widows of members of my organization that have done that within 
the past 6 months. 

Mr. Bennetr. I am not arguing about that. I think there are 
employment opportunities for many of them, but I think it is also fair 
to say that there are many thousands of them for whom there is no 
labor market. 

Mr. Letcury. I agree with you on that, and if the funds were avail- 
able to do it, we would like to do it, but we just had to make a choice, 
but after we considered all of the factors in a number of discussions we 
finally concluded that this was the more advisable thing to do. 

Mr. Bennett. As a matter of fact, I think that is one of the most 
serious defects in the present social security law, that very thing. 

Mr. Leicury. Yes; I agree with you. 

Mr. Scuorne. I should say, Mr. Bennett, that whatever gaps we 
may have left, the bill we have been discussing does much more for 
widows than any other bill that you have pending before the commit- 
tee. 

Mr. Bennett. Well, but they have to reach the age of 65, or they 
have to have children under 18 years of age, of course. 

Mr. ScHoene. Yes. 

Mr. Bennett. Well, now, in the case of an employee who leaves a 
widow under 65 years of age, and children who are over 18 years of 
age she is not entitled to any monthly benefits at all as of her husband’s 
death under those circumstances? 

Mr. Scuorene. No; not monthly benefits, but she is entitled to the 
lump sum which I described in my testimony. 

Mr. Bennert. Can she take the lump sum or refuse to take it and 
wait until she is 65 and take her regular monthly benefits? 

Mr. Scnorne. The taking of the lump sum in no way impairs her 
rights at age 65. 

Mr. Bennett. I see. 

Mr. Scuorenst. I am speaking now of the lump sum consisting of 
12 times the survivor annuity. She gets paid that upon the death 
of her husband, and that in no way interferes with the receipt of bene- 
fits at age 65. 

If she is the only survivor who will ever become eligible for any 
additional benefits, which would be the normal situation, if all of the 
children are over age 18, she does have the election of taking the 
residual lump sum at that time consisting of the contributions that 
her husband made fo the fund with an allowance for interest, but if 
she elects to take that at that time she does have to give up her 
prospective annuities at the age of 65, and unless she has remarri 
immediately in prospect, or something of that sort she would be ill 
advised to make that election. It is available to her, but the value 
of the annuities at age 65 is normally much greater than the lump sum 
would be, and in the administration of those provisions of the act I 
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think the Board generally makes it very clear to them that that is the 
case, and that in the normal situation it would be a poor election to 


e. 

Mr. Bennett. These funds that are to provide for payment of 
retiremént benefits are invested in Government securities sometime? 

Mr. Scuorene. Yes; they are invested in special obligations of the 
Treasury drawing 3 percent interest. 

Mr. Bennett. That is, the 3 percent is the maximum earning rate? 

Mr. Scuoene. No. If there are available any securities either of 
the United States or guaranteed as to both principal and interest bv 
the United States drawing interest in excess of 3 percent, there is 
authority to invest in such securities. 

Mr. Bennett. Is a part of the fund invested in that type of 
security? 

Mr. Scuorenr. Not to my knowledge. So far as I know, there have 
not been investments made other than in the special obligations. 

Mr. Bennett. Is there any authority to invest these funds in, say, 
State obligations or municipalities? 

Mr. Scnorensz. No; there isnot. They are restricted to investment 
in securities of the United States cr securities guaranteed as to both 
principal and interest by the United States. 

Mr. Bennett. Now many State obligations pay more than 3 
percent interest. Have you ever considered the advisability of having 
authority to invest money in county or municipal obligations that are 
equally as safe as Government securities paying a higher rate of 
interest? 

Mr. Scuoene. So far as I know, consideration has not been given 
to that ibility, at least not in recent years. 

Mr. Bennett. Do you not think that would be worth while if you 
could put this money to work earning more than 3 percent and put it 
in obligations or investments that were relatively as safe as Federal 
obligations? Would you not be able to do more under the act? 

Mr. Scuoene. Certainly if you drew more interest you would have 
more funds to use. Now I really have not gone into the question 
of what rates of interest State and municipal securities draw or how 
safe they are. Presumably most State obligations at least are secure. 
Some municipal obligations I am quite sure are not. We would have 
to have adequate safeguards certainly to make sure that they were 
not taking chances with the loss of the investment. 

Mr. Bennett. That is true. I would not want to see any authority 
given to investment of funds in securities that were not safe, but it is 
a fact that billions of dollars in funds that provide for various pension 
plans of one type or another in private industry and out are invested 
in securities which pay a higher rate of interest than 3 percent and 
have been conducted in a safe manner over a long period of vears. 

Mr. Scuoene. I am sure there are some investments available. 
I know that the insurance funds of some of these organizations are 
invested in securities that bring more than 3 percent interest and I 
think, certainly generally and perhaps without exception, they are 
confined to investments that are legal investments for life-insurance 
companies. 

Mr. Bennerr. I think many State pension plans provide for 
municipal and other types of investments which pay much higher 
returns than 3 percent. Your whole plan, it seems to me, is based 
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 amsate on the amount of return. What you can do in the way of 
ttering the plan is based largely on the earning of the fund, 

Mr. Scuorne. That is a substantial factor. I do not think one 
sould say that it is largely dependent on that, but it is a substantial 

actor. . 

Mr. Bennett. Has your association given any real thought or con- 
sideration to that problem? 

Mr. Scuorenr. No; we have not, Mr. Bennett, and it might be 
well worth considering. 

Mr. Bennett. I Hallevé that is all, Mr. Chairman. 

Mr. Hate. Mr. Schoene, I suppose this bill was written after very 
long and careful consideration by numerous actuaries? 

Mr. Scuoene. I would not say numerous actuaries. We have 
been governed in our approach to it by the information furnished by 
the acturial staff of the Railroad Retirement Board. 

Mr. Hate. The acturial staff of the Railroad Retirement Board? 

Mr. Scuorne. That is right. 

Mr. Hate. I presume that they have advised on previous amend- 
ments to the railroad retirement laws? 

Mr. Scuooenr. Yes; they have. 

Mr. Hare. Will any of them be here as witnesses in connection 
with this legislation? 

Mr. ScHoene. I do not understand that they plan to testify. The 
Board has submitted to the committee a report on the bill which 
includes the acturial estimate made by the Board’s acturial staff. 

Mr. Hae. Do you know whether the acturial advice has been the 
same on both of these bills H. R. 3755 and H. R. 3669? 

Mr. Scnorens. They have made estimates on both bills. The 
cost figure they come up with is not the same for the two bills. 

Mr. Hate. Obviously any pension or insurance legislation be 
within the bounds of acturial soundness, is it not? 

Mr. Scnorne. That is certainly one definite limitation on the 
extent to which one can liberalize benefits. 

Mr. Hate. You have to rely on your actuaries to determine the 
soundness of it? 

Mr. Scuorns. As I explained before you came in, Mr. Hale, the 
actuaries can do a job of estimating and giving you their figures. 
From then on the question of what action you take is a question of 
judgment on which we have had to make our decisions and you will 

ave to make yours. I do not think that the actuaries can give you 
the final answer as a matter of policy. 

Just to illustrate with an example I have referred to before, in 1948, 
when we had the question as to increasing the retirement benefits, 
the actuaries then told us that according to their figures the cost 
would be, as I recall it, 13.59 percent of the payroll. Well, the tax 
then in effect was 12 percent of the payroll, scheduled to go to 12% 
in 1952. We felt in view of previous experience with the fact that 
actuarial estimates are generally based on fairly conservative assump- 
tions, that they tend to overestimate the disbursements and to under- 
estimate the receipts, that we would be perfectly safe under those 
conditions in proceeding with the bill and making no change in the 
tax rate. Now events even in the short period that has elapsed 
since 1948 have indicated that that was a perfectly sound judgment 
and that if you make a valuation in the light of today’s conditions 
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instead of showing a cost of 13.59 percent of payroll, the cost on the 
basis of a $5.2 billion payroll comes to 12.18 percent of the payroll. 

So that final question of judgment as to what you do after the 
actuaries give you the figures is a common-sense judgment that we 
have to make for ourselves, and about which you gentlemen of the 
committee will have to make your judgment. 

Mr. Hate. It is fair to say this, is it not, that it is for the actuary 
to say what premiums will enable you to pay what benefits; then of 
course it is a question of policy as to how much benefits you think 
you ought to pay and to whom you ought to pay them; is that right? 

Mr. Scuorene. | would not accept that in its entirety, Mr. Hale. 
I think the actuaries can tell you what their estimate is as to what 
benefits you can pay with what premiums. 

Mr. Hate. It is a little bit like drawing a tax bill; is it not? You 
have to rely on revenue experts to tell you what revenue you will get 
from a certain tax? . 

Mr. Scuoene. That is true, but take, for example, the question of 
what levels of payroll you can anticipate, which is a rather important 
item in the assumptions which the actuaries have to make. Now 
the actuaries are not magicians about that, they cannot tell what the 
economic conditions of the country are going to be any more than 
anyone else can. Now we ourselves have had considerable experi- 
ence with the matter of what happens to railroad payrolls. We feel 
that we can make a judgment about that that may be even sounder 
than the judgment that an actuary would make. 

Let us e another illustration. We have found that in prior 
estimates when we compare the estimates of disbursements with the 
actual disbursements that have occurred in the years that have been 
covered by these prior estimates, which years have now elapsed, we 
know in fact what has been paid in disbursements has been overesti- 
mated all the way from 13 to 22 percent. Now.if you assume with 
respect to the estimates now furnished that there has been an over- 
estimate of only 10 percent, you get quite a different picture from 
what you will get if you assume that they have predicted with exact 
accuracy what the disbursements will be. I think Mr. Leighty 
pointed out in his testimony that he had made a projection on that 
assumption and on that basis he would find the reserve in the account 
eventually building up to over $7} billion. 

In any event, if you assume that it actually costs 14.12 percent of 
the payroll to pay these benefits, nevertheless on the projections that 
have been put in the record here it would appear that the reserve in 
the account would continue to build up for at least a period of 15 
years and you would have over $5 billion in the account at that time, 
compared with $2,300,000,000 that we now have. 

So our thought, Mr. Hale, is that we should proceed with the 
enactment of this bill and then see what experience shows, because in 
any event we have the assurance that we are not going to be going in 
the hole or running out of money in any short space of time and will 
be building up reserves rather than depleting reserves for a many 
years, and in that period of time we can be governed by what experi- 
ence shows and make any ajdustments that may be necessary either 
in the benefits or in the tax rate. 

Mr. Hate. Is this bill predicated on the railroad payrolls at about 
the present level? 
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Mr. Scnorne. No. Our best judgment as to what would be the 
taxable payroll this year on the basis of the $400 ceiling would be 
approximately $6 billion. Now we have assumed as a basis for our 
judgment as to costs and receipts an average level of $5.2 billion, or 
some $800 million less than we estimate the present level to be. 

Mr. Hate. It is very difficult to foresee what kind of dollar you 
are e poing to have. 

r. ScHoENe. That is perfectly true. 

Mr. Hae. If we get a continued inflationary spiral your railroad 
payrolls are going to go up and up, and any benefits which this act 
would provide would in terms of purchasing power go down and down. 

Mr. Scuoene. That is right. 

Mr. Hate. That is one of the very important things about which 
we have to think. 

Mr. Scnoene. It certainly is. Nevertheless there is no escape 
from the fact that we have to take action based on our best judgment 
about those things. 

Mr. Hate. If you assume a stable dollar it is quite possible to 
per that railroad payrolls will fall substantially below their present 
evel? 

Mr. Scnoene. I would not expect them to fall very substantially 
below their present level. There will of course be some ups and downs. 
They do not ever stay at any particular level. However, so far as we 
can look into the future at the present time there is bound to be a 
very high level of industrial activity in this country for a good many 
years. When there is that high level of industrial activity there is 
full employment on the railroads, there is at least a high level of 
employment on the railroads, and if the time comes when we have to 
devote less of our national energies to defense production or prepara- 
tion for war, then I would expect to see a very substantial improvement 
in the standard of living in this country and a continued demand 
for the production of goods and services at a substantially high level. 

Mr. fon I certainly hope so. 

Mr. Scuorne. I am sure we all do. 

Mr. Hate. I have one other question. Do you agree with the 
sentiments expressed by the gentleman who preceded you here that 
the Railroad Retirement Act and the Social Security Act should pursue 
their separate and independent courses without any attempt to make 
them converge at any time? 

Mr. Scuornse. Yes, I agree with that completely, Mr. Hale. I 
have had occasion to think about that for a good many years. Mr. 
Wolverton expressed some comments on that subject and I agree 
with the comments that Mr. Wolverton made. I do not think it was 
accidental that the railroads themselves voluntarily led all American 
industry in the establishment of pension plans. I think those plans 
grew out of the conditions and necessities of the industry. When 
they got into a serious situation, they were proving to be a heavy 
source of expense to the railroads and there was no real assurance 
that they could be continued, it was necessary through legislation to 
establish a system that could be an adequate substitute for what had 
already grown out of the conditions of the industry itself. I think 
you have an entirely different situation in those respects in the rail- 
road industry from what you have elsewhere. 

Mr. Wotverton. Will the gentleman yield for a comment? 

















RAILROAD RETIREMENT AMENDMENTS 155 


Mr. Hate. I will yield. 

Mr. Wotverton. The comment I wish to make is the one that the 
gentleman has questioned as to the distinction that is drawn between 
the railroad industry and industry in general. I might say that in 
another field Congress has also recognized that aifference and that is 
with respect to labor legislation. Under the Taft-Hartley Act the 
railroad industry was specifically exempted from its provisions, in- 
dicating that the Congress for one reason or another has through the 
years recognized that there was a difference between the railroad 
industry and industry in general. 

Mr. Cuenowern. Mr. Schoene, I also wish to comment on your 
presentation. I regret I have not been able to read it through its 
entirety. You are dealing with the subject close to my heart. First, 
as a former railroad employee in a minor capacity many years ago I 
am of course intensely interested in this. Secondly, because I repre- 
sent several thousand railroad employees who are very much in- 
terested in this piece of legislation, [ am very anxious to see that we 
work out the best possible bill for them. 

Now if I cover some subjects on which you have already spoken I 
hope you will forgive me. I do want to clear up certain questions in 
my mind. 

Mr. Scuoenr. Certainly. 

Mr. Cuenowern. First, in this bill are you taking care of the group 
of retired employees who retired prior to 1946 and elected to receive 
a smaller amount in order to bring their widows in the picture and 
who now contend they are being ciscriminated against because in 
1946 we did not include the widows? Are you familiar with that 
situation? Several of them have spoken to me personally about it. 

Mr. Scuorene. Yes; in 1946 we provided for the payment of survivor 
benefits irrespective of any such election. Now we did afford an 
opportunity at that time for those who had made elections and who did 
not want to continue them in force if their annuities had not already 
begun to accrue, to cancel the election. Now we have received num- 
bers of complaints from such individuals if their wives predeceased 
them. I have heard no complaints at all from such people whose 
wives are living and who can expect to enjoy the receipt of the benefit. 
But where the wife has predeceased the individual we have received 
lots of complaints about that, because they feel that they have 
taken the reduced annuity during the entire period during which there 
was any chance that it might pay off and that they have now paid for 
that since there is no chance of that kind that can materialize. 

We do provide in this bill that under those circumstances, that is, 
if an individual has such an election in force, if the wife predeceases 
him, immediately upon her death his annuity will be restored to what 
it would have been if an election bad been made. 

Mr. Cuenowern. | am thinking now of the case where the wife is 
still living. Here is a railroad employee retired who elected to take 
the smaller amount and has been receiving the smalier amount over a 
oaphree of years. In 1946 we brought the wives into the picture. 

vow that group feels that they are being discriminated against. What 
are we going to do to correct that situation? They retired before 
1946. They paid the same as the others, but they elected to take 
the smaller amount because they wanted to protect the widow. 
Now in 1946 we brought the widow in under the ameaded act. They 
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feel that they should be permitted now to receive the full amount. 
I think probably there is some merit to their contention. I wonder 
if you have given that any study? 

. Scoorene. These are people who retired prior to 1946? 

Mr. Cuenowets. They have retired and have been retired for a 
number of years; yes. 

Mr. ScHoENE. We do not include any provision in this bill with 
respect to those people. As I have said, we have not, to my knowl- 
edge, received that type of complaint. The complaints received are 
in cases where the wife predeceased the employees. 

Mr. Cuenowetu. Did you every give consideration to that situa- 
tion? Surely it must have been brought to your attention in all the 
studies of this legislation and proposed amendments. 

Mr. ScuoeEnr. In 1946 all those individuals who had made elections 
but who had not yet retired and whose annuities had not begun to 
accrue were offered the opportunity to cancel those elections. That 
same opportunity was not extended to those who had already retired 
and that is the group that you are conae bape 

Mr. CuEenowetu. Yes; now what would be the impact of bringing in 
that group now? That group is decreasing, of course, every year. 
I do not haa how many there are or what the actuarial situation 
would be. 

Mr. Scnoene. There would not be many, and my offhand judgment 
would be that they could be afforded that opportunity to cancel 
their elections if they want to do so. In many cases it would be a loss 
in value for them to cancel it. 

Mr. Cuenowets. They feel they are receiving a smaller amount 


because ~~ retired prior to 1946. I think they want to be put on 


a parity with those who are retiring after 1946. Have you given any 
consideration to making that adjustment? 

Mr. Scuoens. We did in 1946, Mr. Chenoweth, and the reason we 
did not extend that opportunity to cancel the election to those indi- 
viduals at that time is that it was felt it would be just too difficult to 
unscramble what had already occurred where they had already 
started drawing these annuities, because, you see, some of them would 
have been drawing them for a period of some 9 years as of that time, 
and you get into serious questions of equity as between someone who 
had been taking the reduced amount for 9 years and someone who 
had been taking it for a shorter period of time. It is my judgment 
offhand that if that opportunity were now extended to them, t it 
would not have any adverse financial effect on the fund. 

I think there is a distinct possibility, and I am just talking off- 
hand, of course, without having made any computations at all, that 
it would result in a net gain to the fund. 

Mr. Cnenowerts. Would there not be more payments under the 
revised procedure if they were permitted to receive the larger amount? 

Mr. Scnornr. There would be more payments. 
= It would be more of a drain on the fund, would 
it not 

Mr. Scuorne. Well, offsetting that you would have the fact that 
this survivor portion of the joint and survivor election would not be 
paid if the wife outlives the husband. 

Mr. Cuenowetu. I wonder if we ought to give some attention to 
that. What is your observation on that? 
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Mr. Scnorene. I have no objection to giving that some attention, 
Mr. Chenoweth. I, of course, cannot speak in this respect on a subject 
which the association has not considered. 

Mr. CHENowertH. But you are not covering it in this legislation? 

Mr. Scuoene. It is not included in this bill. 

Mr. CuenowerTu. No reference to it at all? 

Mr. Scuorne. Not as to those people where the wife is still living 
or where the wife outlives the husband. We do provide that if here- 
tofore the wife has died or if she hereafter dies while the individual 
is living, that the annuity will, upon the death of the wife, be restored 
to what it would have been if no election had been made. 

Mr. Priest. Will the gentleman yield? 

Mr. Cuenowertu. I yield. 

Mr. Prixst. I ask the gentleman to yield simply to join him in 
suggesting, Mr. Schoene, that, if possible, some consideration be 

iven to an amendment on that very point. I also have had a num- 

r of letters from employees in my own district who come in that 
category. I do not know the answer, I do not pretend to know, but 
I do join the gentleman from Colorado in suggesting that you give 
some attention to that before we complete action on this legislation. 

Mr. Scuorene. Are your instances also, Mr. Priest, cases where the 
wife is still living? 

Mr. Priest. Still living, yes. 

Mr. Scuoenet. I shall be glad to take that up with the association, 
Mr. Priest. 

Mr. Cuenowetu. I wish to thank my colleague from Tennessee for 
rapaniang me in this. I hope it can be worked out. I feel an inequity 
is now being done to that group. 

I have just a couple of other questions. In your proposal now what 
are oes fixing as the minimum retirement age, 60 or 65? 

r. ScHOENE. Sixty-five for nondisability cases. 

Mr. CHENOWETH. ere no disability is involved you are leaving 
that as it is? 

Mr. ScHoEene. We are leaving that as it is. 

Mr. Cuenowetu. There is quite a controversy, is there not, among 
railroad o izations? One group contends that you should reduce 
it to 60 and another group contends you should leave it at 65? I just 
want your observation. 

Mr. Scnoense. Among the labor organizations there is no contro- 
versy about that. There have been a number of suggestions from em- 
ployees of all classes and crafts that there be such a reduction in the 
retirement age. We have given very serious consideration to those 
suggestions. The conclusion we came to was that at least as of this 
particular time when there is a demand in the country for manpower 
and we need to keep people at work, that our available funds are better 
devoted to providing more adequate benefits for those who have re- 
tired or will retire at higher ages than to devote funds to enabling 


le to get out of employment at earlier ages. 
o r. Dasseonane, In other words, it is amar considered judgment, 
after giving it extensive study, that 65 is the proper limit? 
Mr. Scuorns. I would say as of the present time, yes. 
Mr. Cuenowertu. Is that the consensus of opinion among labor 
organizations? 
r. ScHOENE. Yes, so far as I know there is no dissension from that. 
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Mr. Cuenowetn. Is there any one organization that has come out 
for 60? 

Mr. Scnoene. No. 

Mr. CuENowETH. It is just the men themselves who are dissatisfied ; 
is that it? 

Mr. Scuorne. That is right. 

Mr. Cuenowertu. And they are agitating for a lower age limit? 

Mr. Scuoene. So far as I know, no labor organization is recom- 
mending that that should be done at this time. 

Mr. Cnenowetu. As I understand, there is no increase in the con- 
tribution? 

Mr. Scuoene. Not in the contribution rate. We are recommend- 
ing that the taxable base be increased in its maximum from $300 to 
$400 per month. 

Mr. CuEenowetu. Is there any controversy over that among rail- 
road organizations? 

Mr. ScHoene. I understand that the four operating organizations 
oppose that provision. 

Mr. Cuenowetu. Now then what is the increase that you are pro- 
posing in the benefits? 

Mr. Scuoene. In major part it comes to this: We would propose by 
this bill to increase all retirement and disability benefits by an average 
of approximately 14 percent. In addition to that, we would provide 
that if the individual is age 65 and has a wife age 65, that there be paid 
in addition a wife’s benefit consisting of half the employee’s benefit up 
to a maximum of $50. 

Mr. Harris. Will the gentleman yield at this point? 

Mr. CHENoweETH. Yes. 

Mr. Harris. What about the wife of a living employee who retired 
prior to 1937? 

Mr. Scuoene. She would be included in this provision; that is, all 
the retired employees, those who are now on the retirement rolls. 

Mr. Hararis. A retired employee prior to 1937 is an entirely differ- 
ent status than one who has retired since? 

Mr. Scuoene. You are speaking of those who are on the pension 
rolls? 

Mr. Harris. Yes. 

Mr. Scuorene. The pensioners themselves would be granted a 15- 
percent increase in their benefit by this bill and their wives would 
receive the wife’s benefit consisting of half of his pension up to the 
$50 maximum. 

Mr. Harris. In other words, those wives would be treated as the 
wives who are presently retired under the provisions of this proposal? 

Mr. ScHoene. Yes. 

Mr. Cuenowetu. That to a certain extent would correct the situa- 
tion we were discussing a moment ago. The wife if she is still living 
will receive the same treatment as the wife of the employee retiring 
now? 

Mr. Scuoene. That is right. 

Mr. Cuenowetn. You have taken care of it up to that extent? 

Mr. Scuoene. That is right, and her benefit would be based on, 
what his annuity would have been if there had been no election. 

Mr. CHeNowetH. You mentioned 15 percent a moment ago and 
the other 14 percent. 
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Mr. Scuoene. In the case of the pensioners it is 15 percent, that is, 
the people who were on the railroad pension rolls at the time this 
system was started and were taken off them. That is a flat 15 percent. 
In the case of the others, you see, we have revised the formula for 
computing the annuity so that it comes to an average of about 14 
percent. But in the case of the pensioners we do not know how those 
pensions were computed. They were simply taken over from the 
railroad rolls, so to give them approximately the same treatment we 
just increased them a flat 15 percent. 

Mr. Cuenowetu. | have just one other question. Tell me approx- 
imately the present balance in the fund. 

Mr. Scuoene, It is approximately $2,300,000,000 at the present 
time. 

Mr. Cuenowern. What is the annual contribution as of the present 
time? What was it last year? 

Mr. Scnoenr. About $600,000,000. 

Mr. CuenowetH. What is the annual payment? What is the 
annual drain upon the fund to take care of retired employees? 

Mr. Scuoene. It runs just over 50 percent of the receipts. So it 
would run in the neighborhood of $300,000,000. 

Mr. Cuenoweta. You are collecting about $600,000,000 and paying 
out $300,000,000? 

Mr. Scuorene. Yes. Of course that percentage is an increasing 
one., At the present time I think it is just a little over 50 percent. It 
keeps going up, you see, but as of the present time we are paying out, 
I think, just a little over half of our receipts in benefits each year. 

Mr. Cuenowern. In the event this bill becomes law how much 
will you increase the payments, roughly? Your contribution will be 
the same, that $600,000,000 will remain about the same? 

Mr. Scuorensr. No, it will be increased somewhat, 

Mr. Curenowerta. By increasing the rates? 

Mr. Scuorene. No, we do not increase the rates, but. by reason of 
increasing the maximum amount per month that is taxable. 

Mr. Cuzenowers. How much would that increase that? 

Mr. Scuoene. The carriers have estimated that it would cost them 
about $40,000,000 a year additional, and if that is correct it would 
mean a total increase income of about $80,000,000 as of the present 
time. Now we have not been able to make any very careful study of 
that ourselves because we do not have the information as to just how 
many people are getting between $300 and $400 a month. e know 
that it is a substantial number. 

I do want to say this further, Mr. Chenoweth. You have asked me 
about the benefits that were provided by this bill, and I had told you 
about the increase in retirement benefits and the provision of the 
wife’s benefits. A very important part of the bill and I think probably 
in terms of liberalized benefits the most significant part is the increase 
in survivor benefits. At the present time the maximum survivor 
benefit that any survivor can get is only about $41. Now we would 
liberalize the survivor benefit provisions so as to permit payments at 
the p esent time up to $74 per month. 

Mr. Cuenowern. For the survivor? 

Mr. Scnorne. For the survivor, yes. 

Mr. Cuenowern. You are increasing the benefits that the retired 
employee would be able to collect. What is the maximum he can 
draw now? 
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Mr. ScHoene. $165 under this bill. 

Mr. CuENowertH. You mean under this bill? 

Mr. Scuoene. Under this bill. At the present time it is $144. 

Mr. CHEenowera. You raise it from $144 to $165? 

Mr. Scuoene. That is right. 

Mr. Cuenowetu. In view of the fact we have a 40-cent dollar, you 
‘are not giving them too much of an increase. They are not much 
better off with the new amount than they are under the old amount. 

Mr. Scuornsz. Obviously the stabilization of the dollar would be a 
much greater contribution to the welfare of these people than anything 
you could possibly do by liberalizing the benefit. 

Mr. Cuenoweru. I think that is a very pertinent observation, Mr. 
Schoene. 

Mr. ScuHorene. May I add this, however, that so far as the retire- 
ment annuities are concerned, they have been increased once, that is, 
they were increased in 1948 by 20 percent, and the survivors were not 
increased at that time. Of course that 20 percent increase plus the 
increase that we would now be providing would still not be anywhere 
near enough to restore the value of their annuities to what it was 
in 1937. 

Mr. Cuenowera. That is absolutely true. 

Mr. Scuorensr. Even with the wife’s benefit, for those who have a 
wife to support, they are not going to be living in luxury certainly. 

Mr. Cuenoweru. Is it not true that the group that is sufferi 
principally today from this present inflationary trend is the retired 
employee or anyone living on a small annuity? He pays a : ued 
heavy penalty for this inflationary spiral in which we are engaged. 

Mr. Scuorene. I would say retired individuals and survivors. 

Mr. Cuenowern. It is hitting them harder than anyone else? 

Mr. Scuorns. Certainly people with fixed incomes in small amounts 
are being hit the hardest. 

Mr. CuEenowetn. In the event this legislation is adopted now under 
your proposal what percentage of the contribution would be paid out? 

ou say it is about half now. How much would you increase that? 

Mr. Scuoene. I do not have an estimate of that on an annual basis. 
I have some figures from which I could compute it. 

Mr. Cuenowetn. Would it be a considerable amount? 

Mr. Scuoens. Yes, it would be considerable. 

Mr. CHenowetH. Would it be three-fourths? 

Mr. Scuornz. No, it would not be that much. It would probably 
be in the neighborhood of $100,000,000 a year. Let me make some 
computations from some figures I have and give you that. I do not 
want to guess at it. 

Mr. Cuenowetn. I would like to know what the impact would be. 

Thank you very much. 

Mr. Hesston. Can you tell us why you used the period of 10 years 
rather than, for instance, 15 years or 5 years? 

Mr. Scuornz. Well, that is based largely on the fact that it has 
been our experience that once you get as much as 10 years of service 
in the railroad industry you are pretty likely to stick with it. Neces- 
sarily, there is no magic about any particular number of years, but 
people who get less than 10 years are generally people who are in and 
out from time to time. Once they get as much as 10 years or in the 
neighborhood of 10 years they are pretty likely to make railroading 
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their career. In order to accumulate the 10 years they oe have 
several years of continuous service during w ich they would accumu- 
late seniority rights which have a value to them instability of employ- 
ment and once they get to that point they are fairly likely to stick and 
make it their career. That is our thinking about it. 

As I say, there is no magic about whether it should be 8, 9, 10, or 11, 
but somewhere in that neighborhood the line should be drawn, and 10 
is a nice round figure. 

Mr. Hesevron. I do not suppose you have available any statistical 
information that would really provide a yardstick as to what is casual 
and what is permanent? 

Mr. Scnorng. No; you cannot. You cannot measure it mathe- 


— 
nar Antica 3 Now to turn to one or two other questions that were 

a previously, the Federal Security sates rs brings out one 
thing that has not been clear to me. I would li a couple 
of sentences from it and ask you to re on it. 

Mr. ScHorene. Can you indicate the page! 

Mr. Hesevton. Page 6. It is the middle paragraph on page 6: 

We believe that such cases may have an undesirable effect upon public under- 
standing of, and ao attitude toward, the old-age and survivors insurance 
program Workers with railroad employment who have been told that their 
wage credits have been transferred to old- age and survivors insurance may 
assume that their railroad contributions have also been transferred. As a result, 
they may feel that old-age and survivors insurance should pay them more than 
workers who have contributed at the old-age and survivors insurance tax rate, or 
should at least refund to them the excess of the railroad contributions over the 
old-age and survivors insurance contributions. 


Now they are contributing 6 percent and that would go up to 6% 
percent on Jan 1? 

Mr. Scuoene. January 1. 

Mr. Hesexton. And the old-age and survivors insurance tax rate 
would be at what rate, 1% percent? 

Mr. Scuorne. One and one-half percent at the present time. It is 
scheduled eventually to go up to 3% percent. 

Mr. Hesevron. Is it a fact that there is no actual transfer of the 
funds themselves, of the railroad retirement funds, to the old-age and 
survivor insurance fund? 

Mr. ScHoens. You mean of the specific contributions these indi- 
viduals make? 

Mr. Hesevron. Yes. 

Mr. Scuoenr. No, that is right; there is no transfer of that kind. 
However, we do provide that t 1ere shall be a report made to recom- 
mend what transfers are necessary to put the old-age and survivors 
trust fund in the same position that they would have been in if there 
had been no Railroad Retirement Act. 

Mr. Hesexron. I am thinking of the man who may have worked 
9 years or 9% years and then for some reason beyond his control goes 
into some other employment. He has contributed substantially 


more than in the companion case of the man who worked 9 or 9% years 

in another industry and contributed at a substantially lesser rate. Is 

that one of those insoluble things, or is there any way to adjust his 

contributions and still do no injustice to the railroad retirement fund? 
Mr. Scnorne. We have considered that problem with great care, 

I think, Mr. Heselton, as to just what is fair treatment for these 
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people. Now we do propose in this bill that we will continue to 
guarantee them that the benefits they will derive from their railroad 
employment will be at least equal to the contributions they have 
made plus interest. Now, social security, of course, offers no such 
guaranty. When it comes to relating benefits to contributions with 
respect to the Social Security Act of course vou get into a practically 
impossible field. Some of these people will be much better off for 
having their railroad service credited under the Social Security Act 
than they would be if it were not so credited. Now under the Social 
Security Act itself a person who pays the taxes for 30 years gets the 
same benefit as the fellow with the equivalent average monthly wage 
who pays taxes for a year and a half. In other words, a fellow who 
pays 20 times as much tax gets no greater benefit on account of it. 

I think if you try to relate those benefits precisely to contribu- 
tions when you are dealing with a system in which there is that wide 
disparity between contributions and benefits, you do get into a vir- 
tually insoluble problem. We feel that we have done the best we can 
with it in guaranteeing them that they will at least get their money 
back with an allowance for interest out of the benefits that they draw. 

Mr. Hesevron. That I think points up the first question that 
I asked. A man who pays for 10 years or 9 years is likely to feel. that 
he has been euchred out of something in contrast to a fellow who 
only stayed for 5 years. Maybe you want to give some more atten- 
tion to that in terms of this suggestion that I would like to make. 

1 have read Mr. Squire's dissenting statement from the Board, and 
I do not know whether vou have any comment as yet on that or on 
the Federal Security report. Both raised objections to the proposals 
but it occurs to me it would be very helpful to us if vou could prepare 
a memorandum and submit it to the chairman and he could decide 
whether to include it in the hearing. Some of this is pretty involved. 

Mr. Scuoenn. I shall be glad to do that, Mr. Heselton. 

Mr. Wotverrton. I wish to concur in the suggestion that has been 
made by Mr. Heselton. I have not seen this statement from the 
Federal Security Agency addressed to our chairman, dated May 15, 
except as | have had it presented to me this morning. In going 
through it I realize that it is a very important document. 

I think, Mr. Chairman, it would be unfair to expect this witness, 
with no opportunity before of having seen the statement, to be 
subjected to questions concerning it. It is in line with what I men- 
tioned yesterday that I thought the occasion would arise that would 
necessitate this witness returning at some future date to give the 
committee the benefit of his thoughts with respect to this particular 
report and the other one to which Mr. Heselton referred. For that 
reason I am not directing any questions to him at this time on these 
subjects although there would be many questions in connection with it 
that I would feel inclined to ask. So with the understanding that 
this witness will have an opportunity to study this statement and 
present his views to us, I will not ask any questions on this subject 
this morning. 

Mr. Rocers. Have you calculated what additional money would 
be placed in circulation if the provisions of this bill were enacted 
into law? 2 

Mr. Scuorne. You mean what would be the increased payments 
made under it? 
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Mr. Rogers. How much additional money would it throw into 
circulation? 

Mr. Scnoeneg. Mr. Rogers, and you will be interested in this, too, 
Mr. Chenoweth, in Mr. Leighty’s testimony he submitted a projection 
of which I think you have copies, which was prepared by the Railroad 
Retirem: nt Board. Now that shows the estimated disbursements for 
1951 as $391,000,000. For 1952, which would be the first full year 
that the amendments would be in effect, that would rise to $467,000,000. 

= Rocers. Is it your judgment that that would be inflationary 
at 

Mr. Scuoene. I do not think so, Mr. Rogers. This money will be 
going to people who are living on a very inadequate income at the 
present time. Certainly the distribution of a little more adequate 
income on which to live would be as noninflationary a way as money 
could possibly be paid out. I suppose that every dollar that is in 
circulation has some inflationary effect, but unless we are going to 
starve people to death, we have to reconcile ourselves to that. 

Mr. Harris. Of course, the additional disbursements would be 
offset some by the increased tax which would be developed from 
the fund, would it not? 

Mr. ScHorne. Somewhat, yes, by the increase in the tax base. 

Mr. Harris. Is this the estimated first year’s increase as given in 
this table, $704,000,000 for 1951 and $739,000,000 for 1952? I 
understood you to say a few moments ago that it was approximately 
$600,000,000 for 1950. 

Mr. Scuoene. That would apparently be the difference, taking into 
account, however, that there is also a slight change in the taxable 
— there. 

r. Harris. That is what I thought largely the change would be, 
the result of a change in the taxable ak 

Mr. Scuogne. I| think that is and my This was prepared by the 
Railroad Retirement Board, you see. I do not know whether they 
assumed the same payroll under a $300 ceiling for those 2 years or not. 

Mr. Harris. That is what I wanted to ask you about. How many 
employees would be affected by increasing the credit maximum from 
$300 to $400 per month? 

Mr. Scnoens. That is very, very difficult to estimate, Mr. Harris, 
because of course the degree to which they would be affected would 
vary all the way from those getting $301 to those getting $400 and 
more. 

Mr. Harris. We might ask, then, how many employees draw more 
than $300 per month? 

Mr. Scuorenr. We do not know that figure exactly. The best that 
we have been able to do by way of judging it is that we have figured 
that probably somewhere in the neighborhood of 300,000 among 
those in the organization we represent or in the classes we represent 
would be affected. 

Mr. Harris. Is there some way that information can be obtained? 

Mr. Scuoene. I do not know of any way in which it can be obtained 
with accuracy, Mr. Harris, because most carriers have been reporti 
the earnings to the Railroad Retirement Board simply up to $300 an 
if it is more than $300 they simply report the $300 maximum. We 
have not been able to get any precise figure on that at all. 
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Mr. Harris. The reason I was inquiring about it is that I am some- 
what inclined to think there would be some inflationary tendency. 
I know that is a broad term that we use in our economy, however. 
When we talk about the worth of the dollar we secre ig suppose, 
pick out re NS time or period which we assume as the base, and 
then we te it to that base. Now whether or not we can rely on 
that particular time being the best time to decide whether a dollar is 
worth a hundred cents or not is something else, but it seems to me that 
would be the result by the fact that more withholding is taken from 
the employee’s pay, thereby bringing on a request for upward ad- 
justment in wages in order to meet living conditions. At the same 
time the railroads have to meet their share of it. 1 assume that the 
normal result to expect would be an —— to the interstate 
Commerce Commission for an upward adjustment in freight rates or 
charges in order to pay for it. Condsidering all this I wonder if you 
still agree there might not be some tendency toward increasing 
inflation? 

Mr. Scuoene. I suppose that on that line of reasoning, Mr. Harris, 
a good many of the measures that are being taken to combat inflation 
would turn out to be inflationary, because one of the means that is 
being used to combat inflation is increased taxation. Now if you 
reason that then everybody is going to ask for something more with 
which to meet the tax and that would be inflationary, then I am 
afraid the whole thinking on the subject would have to be reversed. 

Mr. Harris. Now that is exactly what I am fearful of, frankly. 
We have watched these things over a period of years, not that I am 


saying they have not worked thus far advantageously in the interest 
of the greatest number. I think it has, but if we are going to be so 
e 


concerned about inflation, then I agree with some of the others that 
we had better see where the basis of it is and see what we can do there. 
We are now in the process of ae up our controls and allocations 
and — controls and greater allocations in the country, including 
controls over wages of the employees. 

Mr. Scoorenr. We have had little experience with that control, 
Mr. Harris. 

Mr. Harris. I am not qualified to philosophize on that. I was 
somewhat interested in knowing just how many employees or how 
much of the payroll would be ‘affected by the increased credits from 
$300 to $400 maximum. 

Mr. Scuoene. I think so far as the inflationary aspects of it are 
concerned, Mr. Harris, that at least the tendency of this program 
taken in its entirety would be of a noninflationary character inasmuch 
as the increased withholdings would be from people who have some 
margin, or if anybody has any margin these days above the cost of 
living, these people have more margin, let us say, than the beneficiaries 
to whom additional benefits are provided. 

Mr. Harris. I agree with that wholeheartedly, but I have yet 
failed to see requests for increases in wages, and I know it is normal 
human reaction, that did not apply to the high-salaried man as well as 
to the low-salaried man. They are going to be asking for their per- 
centage increase just as much as the ye oe man. That is certainly 
not said in a critical vein whatsoever; it is just natural, normal reaction 
to the whole thing that we have. 
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I know you have testified at length and I, too, want to join the other 

members of the committee in complimenting you on the way you have 

resented this and the full knowledge that you have of this subject. 
t has been ee eg tar indeed. 

In how many p , and in what respect, if it can be answered in a 
brief statement, does this change the present Social Security Act? 

Mr. ScHorne. We make no direct amendments to the Social 
Security Act, Mr. Harris. 

Mr. Harris. The reason I am asking this question is that if there 
were some direct or indirect cases that related to the Social Security 
Act, we would be in sharp controversy with the Ways and Means 
Committee if we do not watch out. 

Mr. Scuorene. I am just trying to review the provisions in my mind. 
I cannot think of any change that is made other than the crediting 
of this railroad service for individuals with less than 10 years of 
service. 

Mr. Harris. I did have that point in mind. It seems to me that is 
a substantial change, if not directly then indirectly, insofar as the 
Social Security Act is concerned, because I recall in the amendment 
there were, as Mr. Woiverton said a moment ago, provisions recog- 
nizing the Railroad Retirement Act. 

Mr. Dotuiver. Will the gentlemen yield? 

Mr. Harris. Yes. 

Mr. Dotutver. The provisions which you propose do not in any way 
penalize the social security fund; it is ce i an additional contribution 
to that fund, 1s it not? 

Mr. Scnogene. It would not penalize the social security fund in any 
way,no. We would propose that the social security fund be kept in a 
position where it neither gains nor loses from the separate existence 
of the railroad retirement system. 

Mr. Harris. Except for this reason a man who works for the rail- 
road pays in 6 percent or 6% percent by the Ist of January, That goes 
into the railroad retirement fund. If he works 6 years, for instance, 
then he is not eligible for the benefits under the Railroad Retirement 
Act, and he has not paid anything in the social security fund whatso- 
ever. 

On the other hand, if he is working in another industry, he is paying 
a social security tax; it goes into the social security fund. If o has 
not had as much as 10 years’ service in the railroad industry, then he is 
eligible for participation in the old-age and survivors insurance fund, 
is he not? 

Mr. Scuoens. That is right. 

Mr. Harris. Now he has not contributed anything to that social 
ony program. The other man who has paid gets the same benefits 

m it. 

Mr. Scnogne. We do provide that the Social Security Administra- 
tion and the Railroad Retirement Board shall make a joint study of the 
situation and recommend the proper adjustments to be made. 

Mr. Harris. That still does not deal with the problem where a man 
working 6 or 8 or 9 years, as has been said a moment ago, in the railroad 
industry, pays into the railroad retirement fund and then is not eligible 


for that program; he then becomes eligible under the old-age and sur- 
vivors’ insurance program and consequently he gets the same benefits, 
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when he can qualify, as the man who has worked for several years and 
contributed the Sicpubeens to the social-security program. 

Mr. Scuoene. Let me point out several things, Mr. Harris. In the 
first place, that credit under social security may be of more value to 
him than the credit under the railroad retirement would be. That 
would not be true in all cases; it would be true in some cases. Secondly, 
in any event, however, we would nevertheless guarantee him that it 
would be worth at least as much as he contributed to the railroad re- 
tirement account plus an allowance for interest. 

Thirdly, I want to point out that it is true under the Social Security 
Act, entirely independent of railroad retirement, that some people will 
re og 20 or more times as much as other people and get the same 

nefit. 

Mr. Harris. That is true, but if he contributed 20 times as much as 
other people, then he would not have to go to the old-age and sur- 
vivors’ program necessarily ; he would be eligible for retirement under 
the Social Security Act itself. 

Mr. Scnoene. [ am talking about two individuals, both of whom are 
under the Social Security Act and have never been near a railroad. 
One individual may contribute a year and a half and get the same bene- 
fit as an individual who contributes 20 times as much by contributing 
for 30 years. 

Mr. Harris. If he contributed for 30 years, then he would not come 
under the old-age benefit provision; he would come under the retire- 
ment provision. 

Mr. Scuoene. Mr. Harris, I am talking about two people who have 
never been near a railroad. 

Mr. Harris. That is what I am talking about, too. 

Mr. Scnorensz. Then they would not be eligible, neither of them, 
under the Railroad Retirement Act. 

Mr. Harris. I know that is true. 

Mr. Scnorens. They would both be under social security and they 
would get the same benefit, but one of them would have contrib- 
uted 20 times as much as the other. 

Mr. Harris. Maybe you do not understand me and I would not try 
to put my limited knowledge up against yours on these insurance 
programs, but I was just trying to clarify in my mind what might very 
well be in controversy later on between the two systems. I have 
hurriedly run over this report here, and it does seem that there is some 
pretty sharp controversy in connection with the program. 

Mr. Scuoene. I will have to read the report, Mr. Harris. As I 
said a moment ago, I received a copy of it this morning but have not 
had a chance to read it. 

Let me say this further: that I did hear the testimony of the 
representatives of the Social Security Administration in the Senate 
hearings, and no policy objections were raised there. Their testimony 
was of an actuarial character, and they seemed to have some differences 
of opinion with the actuaries of the Railroad Retirement Board con- 
cerning what adjustments it would be necessary to make between the 
two funds. Now, that | would expect to be the case. I do not 
think anybody can sit here and forecast what the necessary adjust- 
ments would be. We do not expect anybody to do that. We 
provide in the bill for a 5-year period during which they can study the 
actual operation of it and determine in the light of experience what 
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adjustments are necessary, just as we did in 1946 with respect to 
the cross-crediting of service for survivor-benefit purposes. 

Mr. Harris. 'T believe very strongly in the principle that experience 
is the best teacher we have. I think that, in view of developments 
and what little experience we have, this general approach to amend 
or adjust the Railroad Retirement Act to meet some of these problems 
that have developed because of the conflict between the two systems 
is highly important and it is necessary and desirable. 

Now I want to ask you this further point of information. Your 
organization recommends H. R. 3669. The operating brotherhoods 
recommend H. R. 3755, I believe. Can you in a very brief statement 
give the basic differences between the two programs? 

Mr. Scnoene. Yes; I think I can. 

H. R. 3755 provides simply a 25-percent increase in benefits across 
the board. I understand from the testimony that has been given 
by the representatives of those organizations in the Senate hearings 
that in view of financial limitations they would now propose that 
that be modified to include only a 16%-percent increase for retirement 
annuities only, together with an increase in the amount of remunera- 
tion or wage that was creditable for survivor-benefit purposes which 
would increase survivor benefits by a maximum of $3.75. 

Now, we do not feel that that approach meets anywhere near all 
the problems with which we are confronted. It is by no means an 
adequate dealing with the survivor-benefit problem. The maximum 
survivor benefit that anyone can get under the Railroad Retirement 
Act today is $41. You increase that by $3.75 and you still have only 
$44.75. For the same wage and service, Social Security would pay 
a survivor’s benefit of $60. 

We do not feel that they can take people who are paying four times 
as much tax as they are under social security and say your survivors 
will get $44.75 maximum when people paying a quarter as much 
tax have their survivors protected to the extent of $60 apiece. 

Mr. Harris. In other words, that total does not recognize in any 
way the incompatibility of the two systems? 

Mr. Scuorene. No. Further than that, although under the modi- 
fication that the representatives of the operating organizations have 
stated we are not very far apart so far as the increase in retirement 
benefits is concerned, we do not feel that that is adequate provision 
for the retired individual who has a wife to support. I¢ is as much 
as we feel we can do for the man who does not have a wife to support, 
but we feel that if he has a wife to support he should be given addi- 
tional recognition in the form of the wife’s benefit. 

Mr. Harris. The difference basically is the slight difference in the 
increase, adjustments regarding survivors, adjustments of lump-sum 
payments, and bringing this act in relationship to the problems which 
were brought about by the adjustments of the Social Security Act? 

Mr. Scuoene. I think that is a very good summary of the major 
differences. 

Mr. Hesetton. Will the gentleman yield for one question? 

Mr. Harris. I am omen Mr. Chairman. 


? 


Mr. Hese.ton. Looking more closely at this table, which I under- 
stand was prepared by the Railroad Retirement Board, it may be 
that you can explain what seems to be a very interesting situation 
both in taxable payroll going up in 1952 and back down in 1953, 
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back up again slightly in 1954, and again in 1955 equal to the 1952 
rate, and so on. ere is the same sort of fluctuation in the total tax 
income. Can you offer information on that type of forecast? 

Mr. Scxoensg. Only in a general way Mr. Heselton. As I under- 
stand the method of estimating pa used by the economic staff 
of the Board, they try to forecast the level of economic activity and 
the extent to which that would affect railroad activity and railroad 
payrolls, and also take into account presumed cyclical factors. Now 
just how those estimates were e I cannot explain in detail. I 
understand they estimated a eral future average of the payroll 
at about $5,200,000,000, and that that is reflected in these items of 
— appearing here. 

ow, if you just average all the items that appear there, it will 
come to a little more than $5,200,000,000. However, you will note 
that the first five items are on an annual basis, and those are generally 
the points at which the highest estimates are concentrated. If you 
average those five and give them a weight equivalent to one in com- 
parison with the others and then average them, this will come to 
only a little over $5,100,000,000. 

Mr. Hesexton. It almost looks as though they have forecast not 
necessarily a depression but certainly low annual return from 1985 
through to the end of that period. ere is a gradually decreasing 
figure through that period. 

Mr. ScHoene. Yes; it is. Our past experience with estimates of 
that kind where consistently the payroll base and the resulting tax 
income has been underestimated while at the same time disbursements 
have been overestimated leads us to believe that this is not an accurate 
projection of what our experience will actually be. We feel that the 


actual experience is more likely to be that which Mr. Leighty indicated 
would result from even assuming that this is a 10 percent overestimate 
of disbursements, in which case you would level out not with your 
reserve exhausted but with the reserve of $7.5 billion that would 
say wt that level. 


(The chairman submitted for the record a report of the Federal 
Security Agency dated May 15, 1951, as follows:) 


Feperat Security AGENcy, 
Washington, May 15, 1961. 
Hon. Rosert Crosser, 
Chairman, Committee on Interstate and Foreign Commerce, 
House of Representatives, Washington, D. C. 

Dear Mr. CxarrMan: This is in response to your request of April 13, 1951, 
for a report on H. R. 3669, a bill to amend the Railroad Retirement Act and the 
Railroad Retirement Tax Act, and for other purposes, and your request of April 
20, 1951, on H. R. 3755, a bill to amend the Railroad Retirement Act, the Railroad 
Unemployment Insurance Act, and for other purposes. 


SUMMARY OF THE BILLS 


H. R. 3669 would change the railroad retirement pdm by increasing the 
amounts of the or annuities approximately 15 percent, adding spouse’s 
annuities, increasing the maximum creditable monthly compensation for both 
tax and benefit purposes from $300 to $400, and making other liberalizations. The 
railroad program would not pay either survivor or retirement annuities in eases 
where workers die or retire in the future with less than 10 years or railroad employ- 
ment. The railroad wage credits of these short-term railroad workers would in 
the future be transferred to old-age and survivors insurance. The survivors of 
workers with 10 years or more of railroad service would, as now, receive benefits 
under one program or the other based on combined wage records. For individuals 








RAILROAD RETIREMENT AMENDMENTS 169 


with 10 or more years of railroad service who also qualified under old-age and 
survivors insurance, retirement benefits would be payabie under both systems. 
The bill provides for various adjustments in benefits when railroad 
benefi work or receive benefits under ol and survivors insurance. It 
provides that not later than January 1, 1956, the Railroad Retirement Board 
and the Federal Security Administrator would make a joint 7 ee setting forth 
their recommendations for such legislative changes as ‘‘would be necessary to 
place the Federal Old- and Survivors Insurance Trust Fund in the same 

tion in which it would have been if service as [a railroad] employee after Decem- 

31, 1936, had been included in the term ‘unemplo nt’ as defined in the 
Social Security Act and in the Federal Insurance Contributions Act.” 

H. R. 3755 would increase the benefits payable under the railroad program to 
both present and future annuitants by 25 percent in most cases and would increase 
the w base upon which survivors benefits are based from $3,000 to $3,600. 
The bill does not amend the taxing provisions of the program. 


GENERAL VIEWS OF THE FEDERAL SECURITY AGENCY 


The Federal Security Agency strongly endorses the objective of coordination 
between the railroad system and the old-age and survivors insurance system. 
When the railroad program was established as a separate system the extent of the 
movement in and out of the railroad industry was not realized. It was thought 
that most railroad employees were career employees who would stay in railroad 
employment until their death or retirement. 

ctual experience that has developed has shown that this is not true. Large 
numbers of workers move in and out of the railroad industry every year. That 
this movement is very large is indicated by a comparison of the total number of 
workers employed by the railroads during a year with the average number at 
work at any one time. While average railroad employment in 1949 was 1,400,000, 
about 2,090,000 individuals had some railroad earnings — the year. us, 
for every 100 railroad employees working at a given time in 1949, 149 acquired 
railroad-retirement credits in that year; in 1940 this ratio was 100 to 140. Durin 
1937-50 probably about 6 or 6% million persons had wage credits under bot 
railroad retirement and old and survivors insurance; this group represents 
about 75 percent of the workers (approximately 8,500,000) with wage credits 
under the Railroad Retirement Act during the 14-year posted, and this Yigg pena 
will be even higher in the future because of the expanded coverage under old-age 
and survivors insurance due to the 1950 amendments. 

The only way to insure that this large number of workers who move in and out 
of railroad employment will have reasonable and adequate insurance protection 
is to provide for coordination of the two systems. Otherwise, persons who shift 
between the two systems, but who do not qualify for benefits under both, may 
suffer a serious disadvantage; on the other hand, those who do qualify under both 
systems may receive an unreasonably large total of benefits because the weighting 
in the old-age and survivors insurance benefit formula, designed to provide 
adequate benefits for the low-paid worker, incidentally results in giving an undue 
advantage to the short-term worker as well. 

In recognition of the interdependence of the two systems Congress in 1946 
provided for the coordination of wubvivets benefits. These provisions were rea- 
sonably satisfactory prior to the 1950 amendments to the Social Security Act, 
but there is now for considerable revision. Retirement benefits under the 
two programs have never been coordinated; we believe there is an equally great 
need for coordination in this area. 


ANALYSIS OF H. R. 3669 


While the Federal Security Agency strongly recommends the coordination of 
the railroad system with the old-age and survivors insurance program, we believe 
that the method of coordination proposed in H. R. 3669 has serious defects. In 
the opinion of this Agency the provisions of the bill would cause misunderstandin 
and confusion among those affected by it, and the financial arrangements propose 
in the bill might have adverse effects. 


Public understanding 

It is extremely important that any social insurance or retirement program 
affecting large numbers of people be simple enough so that those affected by it 
can have a reasonably clear understanding of their rights under the m and 
of the protection which it affords them. Similarly, it is essential that the pro- 
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gram provide equitable treatment to all those covered if it is to have the public 
confidence and support without which it cannot function effectively. If any 
large group of the participants receive what em to be inequitable treatment, 
or if the majority of those covered do not u tand their rights or know what 
they can expect, the program cannot provide the security it is intended to provide, 
e provisions of H. R. 3669 which govern the coordination of payments by 
the two programs are inconsistent and difficult to understand and to explain. 
The general principles on which they are based apparently are that old-age and 
survivors insurance should pay the short-term railroad worker and his survivors, 
and the railroad program should pay the long-term worker and his survivors, 
and that wage credits under the two programs should be combined. However, 
these principles are not consistently carried out in the coordination provisions 
and as a consequence many inequitable and anomalous situations would arise. 

The effect of the coordination provisions in H. R. 3669 may be summarized as 
follows: In retirement cases, the worker with less than 10 vears of railroad service 
would receive benefits from old-age and survivors insurance based on combined 
wages under the two systems. The worker with 10 years or more of railroad 
service would receive retirement benefits from the railroad program based on 
railroad service alone, and would also receive old-age and survivors insurance 
benefits based on nonrailroad employment if he had had enough of such employ- 
ment to qualify therefor. In the long run it can be expected that a great many 
workers would qualify for dual retirement benefits under these provisions, since 
out of a working lifetime of 40 years or more, only 10 would need to be spent in 
nonrailroad employment to qualify for old-age and survivors insurance. 

In death cases, the provisions would have a different result. In all death 
cases the wages would be combined, and only one benefit would be payable. 
Where the worker had less than 10 years of railroad service, the benefit would 
be paid by old-age and survivors insurance. If he had 10 years or more of railroad 
service, the benefit might be paid by either old-age and survivors insurance or 
the railroad program, depending on the extent of the worker’s recent employment 
in the railroad industry (that is, on whether he had a ‘“‘current connection” with 
that industry, as defined in the Railroad Retirement Act). 

It is very difficult to justify the inconsistency of these provisions on any basis 
other than a historical one, and it would be almost impossible to secure a clear 
understanding among the nonecareer railroad workers and their families as to 
prs program they should look to for benefits, or what protection they are actually 
afforded. 

As indicated, the provisions for coordination can also lead to anomalous and 
inequitable results. It has already been mentioned that in retirement cases where 
the worker has more than 10 years of railroad service, he may qualify for benefits 
under both programs and hence receive a “windfall,”’ in contrast with the worker 
who has less than 10 years of railroad service. To illustrate this point, take an 
individual now aze 45 who has just entered railroad employment and who will 
earn $300 per month hereafter. In one case, we will assume that the individual 
works for 9 vears for a railroad, then for 11 years under social security, and then 
retires. In the second case, assume that the individual works for 10 years for a 
railroad, then under social security for 10 years, and then retires. The resulting 
monthly retirement annuities are shown in the table below: 





9 years’ rail- 
road, 11 


years’ social 
security 





$43. 20 
59. 80 


























Under present law, by working an additional year in railroad employment the 
worker will increase his total of monthly benefits by $2.50. However, under 
H. R. 3669 the additional year of railroad service increases the total by $32.50— 
a 40-percent increase. Considering present values (on the basis of the 1944 
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Railway Annuitants’ Mortality Table at 3 percent), the value at age 65 for the 
extra benefits for one more year of railroad service is $295 under the present laws 
and $3,860 under H. R. 9. In contrast, the extra employee contribution 
under the railroad retirement system which would have been paid for this one 
additional year of railroad service is $234, while the old-age and survivors insurance 
employee contribution would be $90 less, or a net additional contribution of $144. 

Moreover, under H. R. 3669, workers with less than 10 years of employment 
in the railroad industry would be treated inequitably. Such workers would receive 
exactly the same retirement benefits that they would have received if their railroad 
employment had been under the old-age and survivors insurance program; yet 
they will have paid the much higher tax rates of the railroad program. (As you 
know, the present employee tax rates under the railroad and old-age and survivors 
insurance programs are 6 and 1% percent, respectively; the ultimate rates are 
scheduled to be 6% and 3% percent. Moreover, under the bill compensation of 
up to $4,800 per year would be taxed under the railroad program, but only $3,600 
per year could be credited under old-age and survivors insurance in these cases.) 

The survivors of railroad workers, it is true, are guaranteed a residual payment 
under the bill which is roughly equal to any excess of the total of the employee 
contributions to the railroad program over the total of benefits payable. This 
minimum guaranty, however, will in virtually all instances be less than the 
survivor benefits payable since such benefits are determined on both old-age and 
survivors insurance and railroad wages, while the residual payment is based only 
on the latter. Accordingly, the residual payment will not often be paid. For 
example, in the case cited above, the man with 9 vears of railroad service and 11 

ears of social-security coverage often will receive exactiy the same benefit as if 
had been under social security for the entire 20 years, although he would have 
paid $1,422 more in contributions than if he had been covered under old-age 
and survivors insurance the entire time. The only additional benefit feature 
would be a guaranty of $2,268 as a minimum payment at death. Since the total 
amount of any survivor benefits paid under the old-age and survivors insurance 
psa would be subtracted from the guaranteed minimum, the guaranty would 
without value if he left survivors eligible for monthly benefits fer any reasonable 
length of time. Moreover, part of the retirement benefits he would receive would 
count against this minimum guaranty. 

We believe that such cases may have an undesirable effect upon public under- 
standing of, and public attitude toward, the old-age and survivors insurance 
program. Workers with railroad employment who have been told that their wage 
credits have been transferred to old-age and survivors insurance may assume that 
their railroad contributions have also been transferred. As a result, they may 
feel that old-age and survivors insurance should pay them more than workers 
who have contributed at the old-age and survivors insurance tax rate, or should at 
least refund to them the excess of the railroad contributions over the old-age and 
survivors insurance contributions. 

As indicated earlier, these short-term employees constitute a very large propor- 
tion of all railroad workers. According to the most recent valuation of the railroad 
retirement system, the average age at entry for new entrants is 29. According 
to the service table used in this valuation of those entering at age group 26-30 
only 17.7 percent remain for 10 years, with the remaining 82.3 percent withdraw- 
ing, dying, or becoming disabled before that time. The vast majority of those 
not meeting the 10-year service requirement are withdrawals, since deaths and 
disabilities at these ages are relatively few in number Thus the great majorit y 
of new entrants into railroad service would, under the bill, never receive any 
benefits under the railroad program, despite paying its higher contribution rates. 
Financing provisions 

We do not believe that the basis provided in the bill for the financial arrange- 
ments with the old-age and survivors insurance system is a sound one. In the 
first place, we question the premise upon which the principle underlying the 
financial arrangements is based—that the cost of old-age and survivors insurance 
is lower than it would be if railroad workers were covered. Even though railroad 
workers as a group are older than the workers now covered under old-age and 
survivors insurance, there are offsetting factors which appear not to have been 
given sufficient weight. First, if railroad employment were covered under old- 
aze and survivors insurance, the retirement test in the latter program would apply 
to railroad as well as nonrailroad employment, and therefore more old-age and 
survivors insurance benefits would be suspended because the individual had not 
really “retired.” 


85691——51——-12 
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The second factor is somewhat more complex. In the long run, because of the 
great amount of shifting between railroad and nonrailroad employment, most 
individuals who have worked in railroad employment will also have spent con- 
siderable time in nonrailroad employment, so that the great majority of them 
will qualify for old-age and survivors insurance benefits on the basis of nonrailroad 
employment alone. Because of the weighting in the old-age and survivors 
insurance benefit formula, the additional benefit which old-age and survivors 
insurance would pay as a result of adding railroad employment in these cases 
would be relatively small. As a consequence, noncoverage of railroad workers 
results in considerably higher costs to the old-age and survivors insurance system 
than would be true if no account were taken of this back-and-forth movement. 
It is estimated by the chief actuary for the Social Security Administration that 
the noncoverage of long-term railroad workers and the coverage of short-term 
railroad workers under old-age and survivors insurance results in an increase in 
cost to the old-age and survivors insurance program of about 0.7 percent of 
railroad payroll, rather than a decrease of about 0.25 percent as estimated by 
the Railroad Retirement Board. On the basis of this estimate, the total net 
cost of the bill would be somewhat higher because of this factor than estimated in 
the report on the bill by the Railroad Retirement Board. Enclosed is a memoran- 
dum by Robert J. Myers, chief actuary for the Social Security Administration, 
which gives the basis for this estimate. 

Even if it were true that noncoverage of railroad workers results in a “‘saving’’ 
to the old-age and survivors insurance program—a “‘saving,”’ that is, in the sense 
that the total cost of benefits to such workers if covered under the old-age and 
survivors insurance program would exceed the contributions that would be 
collected on their wages from railroad employment under the Federal Insurance 
Contributions Aet— the Federal Security Agency does not agree with the principle 
that any such ‘saving’ should be used to increase benefit amounts under a 
separate program. The proposition that the old-age and survivors insurance 
system should pay the amount of any such “‘savings”’ realized from noncoverage 
of an industrial group, to a separate retirement system established for the group, 
is wholly inconsistent with the basic principles underlying the old-age and sur- 
vivors insurance system. The objective of a social insurance system such as the 
old-age and survivors insurance system is to spread the costs of the insured risk 
or risks as widely as possible over all the various industrial and other groups 
covered— mingling the good risks with the bad. To impose on all groups thus 
insured any liability for the costs of a separate insurance system is completely 
foreign to this objective. If this principle were adopted for the railroad industry, 
any other industry with a comparable age distribution might argue that it, too, 
should have a separate system financed in part out of the old-age and survivors 
insurance trust fund. Similarly, an industry with a younger-than-average age 
distribution could well argue that it should be covered under a separate plan 
because its workers could get bigger benefits for the same contributions. Eventu- 
ally the general social insurance program would be completely disrupted and 
give way to a great many separate industry plans. 

Such a situation would be disastrous. In order to protect the rights of workers 
who shift between industries, each with a separate social insurance program, it 
would be necessary to have complicated provisions for transfers between pro- 
grams, or alternatively, complete vesting in each program. Also, it would 
not be possible to avoid excessive duplication of benefits in all cases. The resulting 
complexity and administrative waste and confusion would make it impossible to 
provide social insurance protection for the great mass of the workers of the Nation 
on an orderly and economical basis. 

Aside from the basic question concerning the premise underlying the proposed 
financial arrangements with the old-age and survivors insurance system, we regard 
the lack of provision for effecting transfers from one program to the other as com- 
pletely unsatisfactory. Under the provisions of the bill, the old-age and sur- 
vivors insurance program would begin immediately to make payments based on 
railroad wages for which no old-age and survivors insurance contributions had 
ever been received. However, no cost adjustment at all would be possible for the 
first 5 years, and at the end of that time the only provision in the bill is that the 
two agencies would jointly recommend appropriate legislation to the Congress. 
Under these circumstances, it might appear extremely doubtful to the contribu- 
tors to the old-age and survivors insurance program that a satisfactory cost ad- 
justment would eventually be achieved, and there might be a general feeling that 
the program was being jeopardized for the sake of relieving the railroad program 
of the burden of paying benefits to its short-term contributors. 
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Any estimate of the amount of funds which would have to be transferred to put 
the Federal old-age and survivors insurance trust fund in the same position it 
would have been in if railroad employment had always been covered would have 
to be on an approximate basis. As a result it would be extremely difficult, if not 
impossible, to arrive at any single figure which would be acceptable to the two 
agencies concerned. Moreover, while it is difficult to estimate the long-term 
over-all effect of the coordination, it does seem clear that there should be a large 
initial transfer from the railroad retirement account to the old-age and survivors 
insurance trust fund, and that further transfers in that direction would generally 
occur each year in the future. In this event, it would appear to the uninformed 
observer that old-age and survivors insurance was actually profiting from the 
financial arrangements and that railroad retirement funds were being used to pay 
benefits to nonrailroad workers. A general misunderstanding of this sort would 
undoubtedly make it very difficult to effect the necessary transfers of funds. 
Finally, if, as we believe, noncoverage of railroad workers results in a “‘loss’’ to 
old-age and survivors insurance, rather than a “‘saving,’’ transfers to the old-age 
and survivors insurance system would, of course, be necessary but could not be 
made immediately or for the next 5 vears, at least under the provisions of the bill. 
Yet in the meantime the old-age and survivors insurance program, under the terms 
of the bill, would have been paying benefits based on railroad service. 


Administrative consideration 

It would appear that the coordination provisions of the bill would be cumber- 
some and expensive from an administrative standpoint as a result of the increases 
in record keeping, transfers of records, and interagency clearances which would 
be involved. To cite a few examples, old-age and survivors insurance would have 
to obtain a wage record from the railroad program for everyone retiring with less 
than 10 years of railroad service. In the over-10-year retirement cases, the rail- 
road program would have to contact old-age and survivors insurance in every 
case involving credit for service prior to 1937 to determine whether the railroad 
benefit should be adjusted. For purposes of the railroad residual payment, old- 
age and survivors insurance would have to keep records, in each case involving 
railroad service, of the aggregate benefits it paid based on such service. Consid- 
erable additional record keeping also would be necessary to arrive at reasonable 
estimates for cost-adjustment purposes. 


ANALYSIS OF H. R. 3755 


As indicated, H. R. 3755 simply increases the benefits payable under the rail- 
road program. It retains the present coordination of the survivor benefits of the 
two programs, but does nothing to improve that coordination and does not pro- 
vide for coordination of the retirement benefits of the two programs. The Fed- 
eral Security Agency believes that, as a minimum, steps should be taken to remedy 
the inequities which now exist in the survivorship coordination as a result of the 
1950 amendments to the Social Security Act. Specifically, the survivor benefits 
should be increased so that they are as large as those under old-age and survivors 
insurance in every case. Otherwise, we have no comment to offer on H. R. 3755: 
Recommendations of the Federal Security Agency 

In view of the above considerations the Federal Security Agency cannot recom- 
mend the adoption of H. R. 3669 or H. R. 3755. As indicated, though, we are 
convinced that a satisfactory method of coordination can be developed. This 
should not be excessively time-consuming. However, we recognize that there is a 
problem which must be solved immediately. This problem, of course, is that of 
the railroad workers who are already retired and about to retire, as well as the 
survivors of those workers who have died, or will die within the near future. These 
people are faced now with rising living costs and inadequate benefits. There is no 
need to postpone alleviating this problem until a coordination plan has been 
developed. 

It would be possible, of course, simply to provide a flat increase or a percentage 
increase in the benefits payable to these beneficiaries. Alternatively, the com- 
mittee might wish to consider a solution to the problem similar to that which was 
adopted for old-age and survivors insurance beneficiaries who were on the rolls 
at the time of the 1950 amendments to the Social Security Act. 

Time has not permitted us to obtain advice from the Bureau of the Budget as 
to the relationship of these bills to the program of the President. 

Sincerely yours, 
Joun L. Teurston, 
Acting Administrator. 
Enclosure. 
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May 9, 1951 
Memorandum from: Robert J. Myers, Chief Actuary, Social Security Admini 
tration. 
Subject: The magnitude of the so-called social security cost differential unde: 
S. 1347. 

S. 1347 represents an extensive revision of the railroad retirement system, wit 
the major purposes being to raise benefits and generally readjust the provisior 
especially those in regard to survivor benefits, to be in conformity with the 195\ 
amendments to the Social Security Act. In so doing there is one considerable shif 
in philosophy, such that on the whole the intent is to eliminate from any benefi 
coverage all railroad employees who have less than 10 years of service by makin: 
them covered under the OASI program for both retirement and survivor benefit- 
By doing this apparently it is thought that the long-service employees will be abi 
to receive larger annuities than at present without increasing the over-all co 
of the system (no change in tax rates is provided in the bill). It is quite possib 
that this may be the case since the employer contributions for the short-tern 
employees will go for the benefit of the long-term employees (as is to a consider- 
able extent the situation under most private pension plans as well as under various 
plans for governmental employees, such as civil-service retirement), while part of 
the short-term employee taxes will likewise be used (unlike the practice in any oth 
Svstem). 

Of major interest to the Social Security Administration are the provisions fo: 
crediting railroad earnings as OASI wages for the short-term emplovees and for 
financing not only the benefits based on these wage credits, but also financing th 
hypothetical social-security costs for annuitants whom the RRB pays. Th 
philosophy as to financing the social-security coordinating and offset provisior 
is that the OASI trust fund should be put in the same position as it would be 
railroad employment had always been covered under OASI (and according! 
contributions received by OASI for such employment and, correspondingly, 
benefits paid). Although the bill provides only for a study along these lines, 
the following discussion will be based on the assumption that such reimburse- 
ment and interchange provisions are actually in effect. 

These social-securit y coordinating and interchange provisions have apparent], 
been instituted because it is believed that railroad employees have a higher-thar 
average cost for OASI benefits and, accordingly, since they are not in OAS] 
coverage, the OASI eost is reduced. Then, as the theory goes, this savings i: 
cost to the OASI system should be given to the railroad system. This memo 
randum will examine only the actuarial financing aspects of this viewpoint without 
considering the important policy questions of any such procedure as this for any 
particular group or as it might be applicable to various industrial groups having a 
different cost composition than the average. 

First, consider the general cost results of extending OASI coverage. For any 
new employment category brought in, the over-ail cost relative to payroll will ip 
virtually all instances be reduced. This arises primarily from two elements 
namely, the work clause and the weighted benefit formula. These element 
generally will more than offset any possibly unfavorable cost characteristics of 
the particular group (such as an older age distribution). The effeet of the work 
clause may be seen quite simply; the more employment that is covered, the fewe: 
instances there will be where individuals can receive OASI benefits and still be at 
work. As to the effect of the weighted benefit formula, the more of a person's 
lifetime earnings that are covered, the higher will be the average monthly wage on 
which OASI benefits are based (since this average is obtained by dividing total! 
taxable wages by a fixed period of time). Therefore, the lower will be the relative 
cost measured as a percentage of payroll because the additional earnings brought 
in will generally produce benefits in the smaller final portion of the formula rather 
than in the heavily weighted first portion. The OASI benefit formula is 50 
percent of the first $100 of average monthly wage and 15 percent of the next 
$200 of average wage. 

The RRB apparently argues that their cost composition is such that any saving- 
to OASI due to extension of coverage will be more than offset. While it is true 
that for this group there are certain elements making for higher costs, on the 
other hand other factors are present which act in the opposite direction. Higher 
cost factors include an older age distribution and perhaps a lower average retire 
ment age (because of the availability of larger benefits). On the other hand 
lower cost factors include a higher wage level and a higher proportion of m« 
(since women have superior mortality, lower average retirement age, and less 
regular employment, all of which increase costs and more than offset their lowe: 
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cost due to having relatively less in supplementary and survivor benefits). On 
the whole, it is hard to strike a quantitative balance, but it would appear that if 
the railroad group is a higher-cost group, the differential is not very great and 
would at least be offset by the general savings in cost due to extension of coverage. 

Next, consider the level-cost figures prepared by the RRB and included in their 
report to the Senate Committee on Labor and Public Welfare (shown in the first 
column of the attached table). Their calculations show that after taking into 
account social-security taxes and benefits on railroad payrolls, OASI would pay 
the RRB the equivalent of 0.25 percent of railroad payroll on a level-premium 
basis in addition to paying the cost of all benefits arising from railroad wages of 
employees with less than 10 years of railroad service. On its very surface, this 
seems to be unreasonable because the railroad group could not have so high a cost 
as this in relation to the general OASI coverage. The higher age distribution is 
only one of many factors and, in my opinion, is very substantially offset by other 
elements. 

In order to investigate this matter, I have had several conferences with the 
Chief Actuary of the RRB and have seen a few of their summary work sheets. 
There has not been time to go into a complete investigation of their methodology 
and assumptions, but on the basis of such analyses as I could make in this short 
time, I am convinced that their assumptions as to the social-security reimburse- 
ment feature are overstatements favoring the RRB. 

There are two major factors which I do not believe have been sufficiently taken 
into account; first, the provision in the Social Security Act (and also generally 
present in S. 1347) which in effect prevents individuals from qualifying for more 
than one type of benefit; and, second, the social-security benefits that will be 
qualified for on the basis of OASI wages alone by individuals having 10 or more 
years of service under the railroad system. 

As to the first factor, there are many cases where wife’s and widow’s benefits 
will not be pavable, either in part or in full, because the woman has obtained a 
benefit in her own right by her own employment. Thus, particularly for the 
long-run future a very substantial proportion of married men will not have wife’s 
benefits on the basis of their OASI and railroad wages, nor will widow’s benefits 
be paid thereon, Specifically, the reduction factors (applied to total cost of 
benefits for the category under consideration) used in the RRB estimates to 
allow for this element were less than 10 percent; such factors are quite adequate 
for the present time, but in the future a greater and greater proportion of women 
will qualify for benefits in their own right. On the basis of OASI experience to 
date and our future cost estimates, I estimate that these factors would eventually 
be as much as 35 to 45 percent. Therefore, even for the railroads, with greater 
weight being placed on current and near-future experience, it would appear that 
reduction factors of less than 10 percent are net sufficient for this purpose. 
Accordingly, in my revision of the cost estimate a factor of 20 percent for wife's 
benefits is used and 25 percent for widow’s benefits, both of which factors could 
reasonably have been higher. 

As to the second factor, the transfer from the RRB will be larger since many 
with 10 or more years of railroad service qualify for OASI retirement benefits 
solely on the basis of OASI covered employment. Such employment may be 
obtained before entering railroad service, concurrently or alternating with railroad 
service, or after withdrawal from railroad service. With the greatly broadened 
coverage of OASI and the liberalized eligibility requirements, this will be a very 
important element. 

The RRB estimate as to the extent of long-term employees qualifying for OASI 
retirement benefits solely on OASI wages was on the general basis of assuming 
that only about 50 percent of those in this group who had a sufficient length of 
time before entry into railroad service and after termination thereof would obtain 
sufficient OASI wages to qualify for retirement benefits based solely thereon. It 
should be noted that there is a great incentive for these long-term employees so 
to qualify since they can receive both the railroad retirement benefit and the 
heavily weighted OASI benefit without any offset so long as they have no prior 
service under railroad retirement. 

It may be observed that according to the RRB actuarial valuation data, about 
30 percent of all new entrants are over age 30 at entry and accordingly would have 
had ample time to become insured under OASI before their railroad service. 
Many who enter at earlier ages, and many of the present employees, would have 
some OASI coverage prior to entry (or for present employees, prior to now) and 
would supplement this by such coverage after withdrawal from railroad service 
and even during such railroad service, not only through concurrent employment 
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but also through alternating employment. In regard to the latter, long-term 
railroad employees are not assumed by the RRB estimates to be continuously 
employed but rather move in and out of railroad employment to some extent. 
and during these gaps it seems quite likely that there is in most instances OAS] 
covered employment. 

In my estimate, a factor of 90 percent is used, as compared with the RRB 
factor of 50 percent, since for men OASI coverage is so universal and eligibilit, 
requirements are relatively easy to meet. Moreover, the RRB estimate did not 
take any account of those individuals who have some periods when they are not 
in railroad service but such periods are not sufficient in themselves to produce 
OASI eligibility. Such individuals may be concurrent or alternating employ- 
ment obtain sufficient additional OASI coverage to qualify under OASI (and it 
would be greatly advantageous so todo). I have added an additional 0.25 percent 
of railroad payroll to allow for this element. Actually, I believe that this latter 
adjustment could quite well be as high as 0.75 percent of payroll, but I have 
deemed it advisable to take a very conservative figure so as not to overstate the 
case in regard to this point. 

The last column of the attached table gives my revised estimate of the cost 
figures relating to the social-security reimbursement, with modifications made 
to take into account the two factors mentioned previously. Except for the 
adjustments described above, I have taken the RRB figures as they stand. | 
believe that my figures are conservative in that they show a relatively low value 
for the reimbursement to OASI. In other words, I believe that a more thorough 
examination would result in showing a greater transfer from RRB to social security 
than I have indicated in the table. 

According to my figures, the net result of the social-security coordination and 
reimbursement features would be that OASI would pay benefits on short-service 
railroad compensation, and that as to the net cost adjustment, RRB would each 
year on the average pay to OASI an amount equivalent to about 0.7 percent of 
the railroad payroll. It will be observed that as compared with the RRB esti- 
mate this is a change in the differential amounting to about 1 percent of the rail- 
road payroll. 

This would mean that the railroad system would have to find this amount of 
money from some other source in order to be in the same relative financial posi- 
tion as indicated in the RRB cost estimates. (It would appear that part of this 
difference would come from a lowered cost estimate for the regular railroad 
benefits if the more proper assumptions as to duplication of benefits discussed 
above were used; in other words, it would appear that the general cost estimates 
for the railroad benefits prior to considering any adjustments with OASI are 
somewhat overstated by not making sufficient allowance for this element. 
Nevertheless, the net effect of these adjustments would be that the cost of the 
railroad system would be higher than the 14.13 percent of payroll shown in their 
estimate based on the other assumptions used in their calculations. In any 
event, under my estimate, even though the transfer is from the railroad system 
to OASI, the former is being treated equitably in regard to the obligations which 
OASI is assuming and those which the railroad system is assuming. 

If the transfers are considered on a year-by-year basis rather than on a level- 
premium basis, according to my estimate there should be an immediate transfer 
from the railroad system to OASI of about $700 million. Each year thereafter 
there would probably be a small transfer from the railroad system to OAS! 
amounting to roughly 0.3 percent of railroad payroll on the average. In this 
connection the RRB estimate of a net transfer of $32 million from OAST to RRB 
for the full year 1951 was examined. This was arrived at by taking the differ 
ence between an estimated $200 million of benefits due from OASIT and $168 
million of OAST taxes on total railroad payroll. Preliminary examination leads 
me to believe that the former figure is too high for many reasons (such as insuffi 
cient allowance for reductions due to the work clause and such as the presence 
of OAST benefits based on OASI wages) and should be in the neighborhood of 
$150 million. Accordingly, the differential in the first year of operation would 
probably be a small one in favor of OAST. 

In closing let me summarize by saying that it is my firm opinion, based on 
the preliminary examination that I have been able to give the RRB cost esti- 
mates, that the so-called social-security differential will be far more in the direc- 
tion of OASI than the RRB estimates have indicated. In fact, it seems clear 
that not only would there be required the transfer of $700 million as a lump sum 
representing the trust fund not built up by OASIT, but in addition there would 
on the average at least be small amounts of transfers each year from the railroad 
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system to OASI. Of course, as an offsetting feature, OASI assumes the cost of 


the benefits based on the railroad wages of the short-term railroad employees. 
Moreover, I believe that the cost estimate which I have presented in this 
memorandum is probably conservative, and the social-security transfer shown as 
flowing from RRB to OASI, rather than in the other direction (as indicated in 
the RRB estimates), may well be larger than I indicated. 


Level cost calculations for social-security reimbursement feature, based on $5.2 
billion ne ($400 monthly sastad 


l 
RRB | Myers’ 


























Item estimates | estimate 
| ee 
| Percent Percent 
B. Benefits according to social-security formulas based on comqunnntion and } | 
wages for cases adjudicated by RRB_..._....._..-.-._---_---.------ 6. 57 | 6.23 
1. Employee retirement benefits. _..........__- SEE EAS Pee, Oe Ws 3. 86 3. 86 
te eran dhethme den odnnkhbeniincdhenededadestuveunens -| 62 | 56 
i  doininajn: cininoninipteetbhsng onninigameneesreneteel 2.09 1,81 
€ ws: oupetmd benefits based on wages alone for cases also otgatientes | by aie ynauant ¥ ms 
$66000- Siu docdmecewremmumstthenseéowes 67 | 1.27 
1. Employee retirement benefits. ___. nalts stetilssnk wtenabaten | . 57 | 1.10 
MS a See : Baio’ <undiaaas 10 | 17 
D. Excess of social-security taxes on railroad payrolls during 1937-50 over iw iy -s 
additional social-security benefits which would have been payable if | 
railroad earnings were credited... __- ere | 40 | .40 
E. Social-security taxes on railroad pay rolls after 1950_____- adieatiniadind 5.25 | 5. 25 
I. Reimbursements from OASI (B—C)................------.----- ee So Pan? vy Lae 
II. Amounts due OASI (D+ E)--__- ees PC . 5. 65 5. 65 
III. Net reimbursement from OASI to RRB (I—IT)____..._..--- CBs +. 25 | —. 69 


(The following statements requested by Mr. Wolverton were sub- 
mitted for the record: ) 


COMMENTS OF THE Rattway LABor Executives’ ASSOCIATION ON THE REPORT 
OF THE FepERAL Security AGENCY ON H. R. 3669, E1gury-sEcoND CONGRESS 


INTRODUCTION 


When the railroad retirement system was established in 1937, everyone recog- 
nized the necessity for and the propriety of its independence from the general 
social-security system. The carriers expressed their recognition in the form of an 
agreement between the Railway Labor Executives’ Association and the Association 
of American Railroads which resulted in joint sponsorship of the enactment of the 
1937 act. As far as the Federal Government was concerned, the negotiations 
leading to the agreement on which the 1937 act was based, were undertaken at the 
suggestion of the President; Congress established the separate railroad system 
with full knowledge that there was then already in existence the general social- 
security system; and the Treasury Department actively participated in determin- 
ing the cost of the railroad system and, at its suggestion, the tax rate was changed 
from 2% percent of payroll (up to $300 a month) which was gradually to be in- 
creased to 3% percent over a period of 12 years, to 2% percent to be increased 
gradually to 334 percent over the same 12 years. Finally, with specific reference 
to the Social Security Board, the exchange of letters between Mr. Winant and Mr. 
Latimer (appearing in the record in Mr. Schoene’s rebuttal testimony) shows com- 
plete appreciation of the propriety of a separate retirement system for the railroad 
industry and of the fact that certain savings to the general system were bound to 
result from the existence of this separate system, which savings should be utilized 
for the benefit of the separate system, i. e., that the general system should not 
profit at the expense of the separate system. 

It should be remembered that the social-security-tax rate was then 1 percent of 
payroll up to $3,000 a year; and one can well appreciate that the carriers and their 
employees would not have voluntarily agreed to tax themselves more than three 
times as much if they had thought that coverage under the general system offered 
an adequate alternative. The separate Federal legislation for the railroad in- 
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dustry for over 50 years, and the prior existence of the railroad’s private pension 
systems for over 60 vears made the separate railroad retirement system inevitable. 
This undoubtedly accounts for the general agreement referred to in the last para- 
graph. 

In 1937, the then Social Security Board was able to evaluate honestly the realities 
of the situation insofar as railroad employees were concerned. Since then that 
agency has developed a persistent mania to establish itself as a monopoly in the 
field of social insurance. That attitude has no special reference to the bill H. R. 
3669. In reporting on the House bill H. R. 1362, Seventy-ninth Congress, which 
was subsequently enacted as Public Law 572, Seventy-ninth Congress, second 
session (approved July 31, 1946) it said: 

“In the opinion of the Social Security Board, it would be desirable for any 
amendments made at present in the railroad retirement legislation to be framed in 
contemplation of the possibility that the railroad retirement system will sooner or 
later be revised to provide benefits supplementary to those under the old-age and 
survivors insurance program in return for contributions in addition to those re- 
quired under old-age and survivors insurance. If present legislation were framed 
with this possibility in mind, the subsequent social security and railroad retirement 
legislation necessary to complete the effectuation of such a plan would be facili- 
tated’”’ (hearings before the Committee on Interstate and Foreign Commerce, 
House of Representatives, 79th Cong., Ist sess., on H. R. 1362, p. 1167). 

Similarly, in reporting on 8. 293, the companion bill to H. R. 1362, the Federal! 
Security Ageney adopted as the Agency’s view virtually a verbatim repetition of 
the above-quoted statement by the Social Security Board (hearings before a sub- 
committee of the Committee on Interstate Commerce, United States Senate 
79th Cong., Ist sess., on S. 293, p. 530). 

The Federal Security Agency had also written to the House Committee on 
Interstate and Foreign Commerce with respect to H. R. 1362, above, stating: 

“T am enclosing a statement, prepared by the Board, indicating how railroad 
employees could obtain the basic protection under the Federal old-age and sur- 
vivors insurance program and also such supplemental protection as might be con- 
sidered desirable. If your committee should wish more detailed specifications 
concerning the points presented in the statement, the Board would be glad to 
submit them.’ 

But neither the House Committee on Interstate and Foreign Commerce, which 
was considering the bill H. R. 1362, nor the Senate Committee on Interstate Com- 
merce, which was considering 8. 293, cared to hear any more of this plan. Neither 
of the committees accepted the Agency’s suggestion to amend the bill in terms 
which would contemplate ‘‘the possibility that the railroad retirement system will 
sooner or later be revised to provide benefits supplementary to those’’ under the 
Social Security Act. The bills were enacted as introduced notwithstanding the 
advice from the Federal Security Agency. 

Prior to the enactment of the 1948 amendments to the Railroad Retirement Act 
(Publie Law 744, 80th Cong., 2d sess.), the Federal Security Agency made a 
similar attempt before the Advisory Council on Social Security. Its effort in this 
direction now is but a repetition of previous unsuccessful efforts to subvert the 
railroad retirement system. 


DISCUSSION OF THE REPORT 


The report of the Federal Security Agency dated May 15, 1951, on the bill 
H. R. 3669 states on page 3: 

“While the Federal Security Ageney strongly recommends the coordination of 
the railroad system with the old-age and survivors insurance program, we believe 
that the method of coordination proposed in H. R. 3669 has serious defects.”’ 

The implication in the quoted sentence that the bill H. R. 3669 proposes ‘‘coordi- 
nation’’ with the old-age and survivors insurance program is unwarranted. The 
contrary is true. Under the heading ‘General views of the Federal Security 
Agency,’’ beginning on page 2 of the report, the Agency refers to the large number 
of persons with less than 10 veers of railroad service. In the past, this Agency has 
advocated the coverage of railroad workers under the Social Security Act for the 
basie benefits because the shifting of large numbers of workers from services 
covered under one svstem to services covered under the other, would, in many 
cases, result in the loss of insured status under the Social Securitv Act. The 
provision in H. R. 3669 for crediting railroad service under the Social Security 
Act in the case of individuals with less than 10 vears of railroad service was 
designed to overcome this problem and, accordingly, to avoid “coordination”’ 
with the social-security system. 
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The Agency concludes its general views with this statement: 

“In recognition of the interdependence of the two systems Congress in 1946 
provided for the coordination of survivors benefits. These provisions were reason- 
ably satisfactory prior to the 1950 amendments to the Social Security Act, but 
there is now need for considerable revision.” 

To those not familiar with the techniques employed by the Federal Security 
Agency to establish its monopoly regardless of all equities involved, the diseus- 
sion under this heading seems innocent enough, and the conclusion implies that 
the Agency welcomed the 1946 amendments to the Railroad Retirement Act 
which were “satisfactory prior to the 1950 amendments to the Social Security 
Act” but further coordination is necessary because of the latter amendments. 
As shown in the introduction, this was not the case. The Federal Security 
Agency objected to the 1946 amendments to the Railroad Retirement Act, just 
as it now objects to the amendments proposed in H. R. 3669. 

The other objections to the bill are equally invalid. The discussion on page 3 
of the report under the heading “Public understanding” is apparently intended 
to create public misunderstanding. The plea for simplicity of provisions in order 
that people ‘‘can have a reasonably clear understanding of their rights,” and 
that the bill H. R. 3669 is “difficult to understand and to explain’? comes with 
poor grace from those who live in a glass house—those who know, or should 
know, that very few people are able to learn from the Social Security Act what 
their rights are. 

To confuse the committee further the report assumes that H. R. 3669 calls for 
the payment by the old-age and survivors insurance trust fund to the short-term 
railroad workers and their survivors, ‘“‘and the railroad program should pay the 
long-term worker and his survivors, and that wage credits under the two programs 
should be combined.’”” The quoted assumptions are thereupon followed by 
charges of inconsistencies, inequities, and anomalies. There is sufficient truth 
in the quoted assumptions for a Machiavellian approach. On the whole, how- 
ever, the assumptions are untrue, so that the charges based thereon are, accord- 
ingly, untrue. 

Except for the elimination of duplicate prior service credit, there is nothing in 
H. Rh. 3669 which would change the present law with regard to long-term railroad 
workers. These long-term railroad workers can under the present law qualify 
for benefits under the Social Security Act as well as under the Railroad Retire- 
ment Act; and the wage credits under both systems are, under present law, com- 
bined for the puropse of benefits to their survivors, but not for the purpose of 
retirement benefits. H. R. 3669 does not provide for any change in existing law 
in those respects. The implication, therefore, that these are new provisions 
creating inconsistencies, is untrue. 

Beginning at the bottom of page 4 and continuing to the center of page 5, the 
report gives an example of an employee with 9 years of railroad service receiving 
$32.50 per month less than an employee with 10 years of railroad service. That 
1 vear of railroad service should make such a difference is termed an ‘‘anomaly.”’ 
The truth is that in any pension system the qualifying conditions create sharp 
differences between those who qualify and those who do not. Under the Social 
Security Act, for example, an individual who worked 9's years (38 quarters) in 
covered employment followed by 10's years (42 quarters) in noncovered employ- 
ment loses all rights under that act for himself and his wife and his survivors. 
Yet if he had only worked two more quarters in covered employment, he, his wife 
and his survivors would all be entitled to benefits. That 6 months of additional 
covered employment should make such a difference under the Social Security 
Act is not called an anomaly, and indeed is not mentioned, but a much less sharp 
difference in H. R. 3669 is so termed. This attitude discloses clearly that there 
is no effort to give the committee an objective appraisal but rather to present a 
tricky polemic. 

Beginning at the bottom of page 5 and ending at the top of page 7 the report 
discusses the “inequities’’ to those with less than 10 years of railroad service 
because they would receive no more than others who will have paid much less 
in taxes. This objection is of the same character as the previous one. This 
criticism apparently is based on the premise that it is an inequity if differences 
in contributions are not always proportionately reflected in benefits, and the 
Federal Security Agency is therefore shocked by the ‘inequity’? complained of 
in H. R. 3669. Let us examine this objection. Under the Social Security Act 
an employee retiring after 1950 upon completion of six quarters of coverage 
after 1950 and earning $300 a month can receive a primary benefit of $80 a 
month, and an employee retiring after 5, 10, 15, 20, 25, 30, 35, 40, or more vears 
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of service at $300 a month, can receive no more than $80, that is, the man who 
paid taxes for 30 or more years receives no more than the man who paid taxes 
for only 1% years. How can one, with a straight face, consider the provision in 
H. R. 3669 inequitable and a much more pronounced difference between contribu- 
tions and benefits under the Social Security Act as equitable? No one, of course, 
does. The purpose of this objection is again to confuse the committee. 

As a matter of fact, there are no inequities to persons with less than 10 years 
of railroad service. If H. R. 3669 is not enacted, there will be many people 
with less than 10 years of railroad service who will pay no less in taxes than they 
are paying now but who would receive less in benefits than is provided for them 
in H. R. 3669. Is it inequitable to provide them and their wives and survivors 
with greater benefits at no greater cost than they are paying now? The Board’s 
annual report for the year 1949 shows that nearly all of those with less than 10 
years of service have only a few months to a few vears of service—not 9, 8, 7, 6, 
or 5 years. Over 80 percent have less than a year and less than 2 percent have 
as much as 5 years. Persons with so little railroad service do not pay much in 
higher railroad taxes because they worked during most of their lives outside the 
industry. On the one hand, the little railroad service will bring very smal! 
benefits under the Railroad Retirement Act. On the other hand, this railroad 
service, if counted as social-security service, as proposed by H. R. 3669, would 
be of great advantage to many of these individuals. In the first place it would 
in many cases, produce an insured status which the individual would not other- 
wise have; and in all cases, subject to the maximum benefit ceilings, it would 
operate to increase the average monthly wage of the emplovee. 

The discussion under the heading of ‘‘Financing provisions’ on page 7 is an 
astonishing piece of deception. The Agency states ‘In the first place, we ques- 
tion the premise upon which the principle underlying the financial arrangements 
is based—that the cost of old-age and survivors insurance is lower than it would 
be if railroad workers were covered.’’ The only basis cited for this departure 
from what has been commonly accepted thinking for nearly 15 vears is the 
memorandum of Robert J. Myers attached to the report. While it is true that 
the general discussion in Mr. Myers’ memorandum is also calculated to create 
the impression that the separate existence of the railroad retirement system does 
not result in savings to the general social-security system, his detailed estimates 
do not bear out any such conclusion. The figures given in Mr. Myers’ table, 
as well as the estimates of the Railroad Retirement Board, show net results 
after the social-security system has absorbed the cost of crediting railroad service 
in the case of all individuals who at death or retirement have less than 10 years 
of railroad service. In summary, comparison between the Railroad Retirement 
Board estimates and Mr. Myers’ estimates shows that according to the Rail- 
road Retirement Board the savings which the social-security system derives 
from the separate existence of the railroad retirement system exceed the cost 
of crediting railroad service in the less-than-10-vear cases by 0.25 percent of 
the railroad payroll and therefore call for a transfer in that amount from the 
old-age and survivors insurance trust fund to the railroad retirement account; 
whereas, according to Mr. Myers, the savings which the social-security system 
derives from the separate existence of the railroad retirement system falls short 
by 0.69 percent of payroll from completely offsetting the cost of crediting rail- 
road service under the social-security system in the less-than-10-year cases. 
Mr. Myers does not deny the existence of the savings but disagrees with the 
Retirement Board actuaries on the extent to which those savings and the cost 
of crediting railroad service in the less-than-10-year cases offset each other. 
Mr. Myers does not indicate what he believes to be the cost to the social-security 
system of crediting railroad service in the less-than-10-year cases. However, it 
appears from the Railroad Retirement Board estimates that the savings to the 
railroad retirement account from the transfer of credit in such cases is 1.77 per- 
cent of payroll and Mr. Myers has not taken issue with that figure. It would 
thus appear that even if Mr. Myers’ estimates were accepted as reliable, the 
railroad retirement svstem would achieve savings of 1.08 percent (1.77—.69) of 
payroll by virtue of the financial arrangements under discussion. 

Now let us examine the reliability of Mr. Myers’ estimates. Mr. Myers 
memorandum admits that he has not had ‘‘time to go into a complete investiga- 
tion of their [the Board’s actuaries’) methodology and assumptions”; that his 
conclusions are based on a “‘preliminary examination’’; that it is his ‘“‘firm opin- 
ion, based on the preliminary examination that [he has] been able to give to the 
Railroad Retirement Board cost estimates.’”’ Aside from this, however, Mr. 
Myers; is the man who, as far as the railroad retirement system is concerned 
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guessed wrong too often to warrant taking his estimates too seriously. In 1946 
he estimated a deficiency in the railroad-retirement system of 3 percent of pay- 
roll. The Railroad Retirement Board said the deficiency was only 1% percent 
of payroll. Congress believed the Railroad Retirement Board rather than Mr. 
Myers: it allowed only 1% percent of payroll to make up the deficit, and subse- 
quent events showed that even that much was really not necessary. Mr. Myers 
also estimated a future average railroad payroll of no more than $234 billion, and 
he was obviously wrong in that. He also estimated that if sickness benefits as 
provided by the 1946 amendments were adopted, the 3 percent of payroll con- 
tributed by the railroads would have to be increased to 4 percent. Congress 
didn’t believe him. The rate is now 0.5 percent of payroll for unemployment 
and sickness benefits combined. 

However, entirely apart from Mr. Myers’ record it is readily apparent that his 
analysis in this particular instance is wrong. In order to minimize the savings 
accruing to the social-security system from the separate existence of the railroad- 
retirement system Mr. Myers relies on two factors: (1) the fact that if railroad 
employment were covered by social security the social security work clause would 
apply to railroad employment and thus achieve offsetting savings; and (2) the 
assumption that large numbers of railroad employees with more than 10 vears of 
railroad service will nevertheless qualify for substantial social-security benefits 
on the basis of nonrailroad employment. To whatever degree Mr. Myers relies 
on the first of these factors he is completely wrong so far as H. R. 3669 is con- 
cerned. He has simply overlooked the fact that this bill would make the social 
security work clause applicable to railroad employment and would thus achieve 
for the social-security system savings which Mr. Myers assumes would be at- 
tainable only if the Social Security Act covered railroad employment. So far as 
the second factor is concerned Mr. Myers proceeds on an assumption that over- 
looks the high value that railroad employees with 10 or more years of service 
place on their seniority rights with the consequence that they tend to make 
railroading an exclusive career. 

Next, the Federal Security Agency at page 8 questions the propriety of credit- 
ing to the railroad-retirement account the savings which the social-security sys- 
‘em derives from the separate existence of the railroad-retirement system. This 
is a complete reversal of the distinct understanding that was reached through the 
Latimer-Winant correspondence of 1937 hereinbefore described. What the 
Agency is now saying is that because conditions in the railroad industry require 
a separate retirement system, that industry and its employees should be penalized 
through having the social-security system make a profit out of that necessity. 
Apparently recognizing the indefensibility of such a proposition as applied spe- 
cifically to the railroad-retirement svstem, the argument is immediately trans- 
lated into a general discussion of what would happen to the social-security system 
if all other industrial groups were similarly treated. This is obvious sham, for 
it has been consistently recognized from the beginning that the railroad industry 
is unique in this respect and it has been given unique treatment for reasons ap- 
plicable to that industry alone. It has never been seriously suggested that this 
provides a precedent applicable to other industrial groups. 

At page 9 the Agency seeks to raise certain practical difficulties concerning the 
financial adjustments proposed. These arguments overlook the fact that the 
proposal in the bill, for a joint study and recommendation to Congress, is not 
substantially different from the provisions of the present law concerning the 
adjustment to be made between the two systems to provide an equitable distribu- 
tion of the cost of cross crediting service and compensation for survivor-benefit 
purposes. Those provisions have been found to be practicable. The only 
change in principle is one which would make the arrangement more, rather than 
less, practicable, namely, under the bill Congress would itself set the standard of 
equity to be applied rather than leaving that subject to possible interagency 
disagreement. It is clear in any event that reciprocal obligations between the 
two systems whould to a large degree offset each other and neither system could 
suffer any substantial adverse financial effect through the allowance of a reason- 
able period of experience during which the details of the necessary adjustment 
could be worked out—according to the Retirement Board’s estimates no actual 
cash transfer would occur for over 20 vears. Under these circumstances the 
5-year study period proposed in the bill during which such differences as now 
exist between Mr. Myers and the Retirement Board actuaries can be resolved by 
experience is certainly a reasonable and logical approach. 

Finally, the first paragraph on page 10 refers to administrative difficulties 
which H. R. 3669 would create. But this is no new attempt of the Agency to 
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prevent amendment of the Railroad Retirement Act by various obstruction- 
and the ‘‘administraiive problems” is an old device. The Agency made simila 
objections to the 1946 amendments but it was wrong then as it is now. If 

bureaucrat is against a proposal, his first objection is ‘‘administrative problems 

if he favors the proposal, there are no administrative problems. 


COMMENTS OF THE Rattway LABOR ExXxectrives’ ASSOCIATION ON SEPARAYT! 
STATEMENT oF F. C. Squire, MemMBER, RAILROAD RETIREMENT Boarp, 0 
H. R. 3669, E1raury-seconp CoNGREsSs 


The Railroad Retirement Board has filed a favorable report on the bill H. |} 
3669 urging its speedy enactment. In his separate statement in that repo: 
Mr. Squire, a member of the Board, stated that he could not concur with th 
majority in favoring the bill in its present form. 

The chief difference between the majority and minority of the Board arise- 
from the difference of about 1% percent between the total tax rate (12% perce 
of taxable pavroll) and the estimated actuarial level cost (14.13 percent of taxab\ 
payroll) of the railroad retirement system as it would be amended by the bi 
Apparently, the majority of the Board is willing to learn from past experien: 
and the minority is not. 

What is the past experience of the railroad retirement system? It has be¢ 
such as to convince reasonable persons that actuaries are mere human beings and 
as such, are not infallible and that their invariable tendency is to overestimate 
disbursements and to underestimate revenues. Thus: 

(1) The bill which was later enacted as the Carriers Taxing Act of 1937 origi 
naily provided a beginning tax rate of 5 percent of pavroll up to $300 a mont! 
(2% percent on each side). This rate was to be increased by one-fourth of 
percent on each side everv 3 vears until 1949 when the total tax rate would 
be 7 percent (3% percent on each side). 

(2) The actuaries of the Treasury Department disagreed and, at their insisten 
the rate under the Carriers Taxing Act of 1937 began at 234 percent on each sid 
to be increased as above stated until the total would be 334 percent on each side 

(3) The first actuarial valuation, made as of December 31, 1938, showed a 
apparent deficit of 3.6 percent of payroll or approximately 50 percent of the 
total combined tax rate. The Retirement Board, however, recommended unar 
mouslyv against naking any inerease in the tax rate. 

(4) The second actuarial valuation showed that the apparent deficit had bee: 
reduced to 3 percent, although there had been no increase in the tax rates nor ar 
reduction in benefits. Added experience had simply shown that the first valuatio 
had overstated costs. The carrier member and employee member of the Board 
again recommended against any increase in taxes. The Chairman recommended 
an increase of one-half the emount of the indicated deficit. No increase was mad 

(5) In 1945-46 when the Crosser amendments were under consideration th: 
third valuation had not vet been completed. From the data then availabl 
however, the majority of the Board concluded that the deficit had been reduced 
to 1% percent, and in accordance with recommendations of the chairman a 
employee member the amendments included a tax inerease of 1's percent 
cover the deficit. Mr. Squire dissented, apparently supporting the carrier 
position that the deficit was still 3 percent. Mr. R. J. Mvers, an actuary engag 
by the House committee (now Chief Actuary for the Social Security Board 
agreed with the carrier contention. When the third valuation was complete 
in December 1946 it took aecount of the 1946 amendments and showed t! 
finances of the svstem to be almost exactly in balance. 

(6) In 1948, estimates then made by the Retirement Board actuaries shows 
the 1946 increase in taxes of 1% percent to have been unnecessary—the systerm 
was then overfinanced by about 14% percent. The Railway Labor Exeentive 
Association proposed a 20 percent increase in retirement benefits, estimated 
cost 2.12 percent of payroll, which would not only absorb the then apparent 
overfinancing but again incur an apparent deficit of 1.19 pereent of payro! 
We believed that such an apparent deficit did not require an increase in taxes 
and that experience would soon show the apparent deficit to be nonexistent 
The majority of the Board supported that view but Mr. Squire dissented. The: 
as now, Mr. Squire alleged that the estimates were unconservative. Later thy 
carriers agreed to the 20 percent increase and Congress adopted it. When t! 
fourth valuation was completed in December 1949 the system was again shown t 
be virtually in balance. 
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(7) Current estimates based on a $5.2 billion payroll show the cost of the 
present system to be 12.18 percent of payroli, or again overfinancing to the extent 
of 0.32 percent. 

The foregoing experiences led the majority of the Board to state in its report on 
H. R. 3669, as follows: 

“Tt appears from exhibit (B) that there is a difference of about 1% percent 
between the total tax rate and the estimated actuarial level cost of the system as 
it would be amended by the bill. But in the Board’s opinion this does not require 
an increase in the tax rate to maintain the system on a financially sound basis. 
The railroad retirement svstem was in a similar position in 1948. During the 
hearings on the bill which was later enacted as Public Law 744, Fightieth Congress, 
it was shown that the increase in retirement annuities then proposed would result 
in a total cost of a little over 1 percent above the established tax rate. Then, as 
now, the Board concluded that the enactment of the 1948 amendments would not 
impair the financial soundness of the railroad retirement system. Congress was 
of the same opinion, and the 1948 bill was enacted. Within a very short time 
thereafter, both the Board and the Congress were vindicated. The latest actuarial 
valuation of the railroad retirement system showed it to be financially sound.” 

The minority member of the Board, however, does not believe that the cost 
estimate of 11.13 percent of payroll is conservative. In item 1 of his separate 
statement the minority member of the Board refers to the last actuarial valuation 
and would have the committee believe that the cost of present benefits exceed 
the tax rate by 0.3 percent of payroll, but he fails to state that the last valuation 
assumed an average payroll of $4.6 billion instead of 35.2 billion which the evi- 
dence presented to the committee shows can now be conservatively estimated. 
Mr. Squire says that 1949 wage rates were taken into account in the last valuation 
but fails to point out that wage rates ere now LS8!'> cents per hour above rates in 
effect at the end of 1949 and are likely to be further increased by cost-of-living 
escalator clauses in current agreements. As stated above, on the basis of $5.2 
billion payroll the cost of the present system is 0.32 percent less than the tax rate 
of 12.5 pereent. 

The unfunded liability argument in item 2 is an admonition against considering 
the $2.3 billion reserve as i, if were asurplus. Of course H. R. 3669 does not treat 
the reserve as a surplus. On the other hand, Mr. Squire treats the so-called 
unfunded liability as though the financing of the system made no provision for 
meeting these liabilities. This is misleading. The unfunded liability is financed 
in the same way it always has been—by collecting higher tax rates than would 
itherwise be necessary. If this liability were ‘“‘funded”’ tax rates could be very 
materially reduced. According to the last actuarial valuation about 434 of the 
12.5 percent tax is used to finance the so-called unfu ided liability. 

Items 3 and 4 will be treated together. Item 3 refers to the 14.13 percent cost 
estimate and to the fact that the difference of 144 percent of payroll between such 
cost and the total tax collection amounts to S80 million a vear. This, of course, 
assumes, contrary to past experience, that the cost actually emerging will be as 
high as the actuarial estimates. In support of that assumption, Mr. Squire 
advances in points (a), (b), (c), and (d) of item 4 his view that the cost estimate 
is not conservative. No allowance was made, he says in point (a), for possible 
retirement at an age earlier than the present average of 67'4 vears. He thinks 
there is such a possibility because “‘Our law permits full annuities at age 65. 
More and more railroads are requiring their employees not under labor agreements 
to retire at 65.” The answer is, first, that our law has always permitted retire- 
ment at age 65 vet the average retirement age has continued to climb higher. 
The reasons for this vary, of course, in individual cases, but generally, it may be 
said that as longevity increases, retirement is postponed and will continue to be 
postponed. Second, the extent to which carriers can compel retirement at age 
65 is insignificant sinee the number of railroad employees who are not covered 
bv collective-bargaining agreements is verv small. The conclusion must be quite 
the opposite of what Mr. Squire contends, namely, that the average retirement 
age, rather than going down, will more likely go up 

Point (b) is even more vulnerable. There it is said, “If the railroad age an- 
nuitants should commence to live 1 or 2 vears longer, the increased cost to the 
railroad retirement system would be several tens of millions of dollars a vear.”’ 
Contrary to this view is the fact that the increase in longevity postpones retire- 
ment. Consequently, the increase in longevity does not mean a longer period 
of annuity payments but a longer period of working during which tax payments 
are received rather than annuities paid 
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In point (c) Mr. Squire states: “This estimate assumes some years hence a 
reduction of about 10 percent in the number of railroad employees. While | 
hope that it may turn out to be no worse than that, I think it by no means co: 
servative to rely on such afuture. In the last 25 years there has been a reductio: 
of about 25 percent in number of railroad employees.”’ 

The reductions in foree over the last 25 vears have been possible becaus: 
notwithstanding increased productivity, there was no reduction of the workwee!| 
until recently. When the 40-hour week finally came to the railroad industrm 
there was no such increase in force as had been anticipated. However the carrie: 
continue to tell us in wage negotiations that this apparent absorption of the 40 
hour week is only temporary and merely reflects deferment of deferrable work, 
the eventual performance of which will require expansion of employment. A: 
manpower conditions permit, and increased productivity warrants, it is to by 
anticipated that further reductions of the workweek will offset ‘the decline i: 
employment that might otherwise accompany increased output per man-hour 

The figures in point (d) are exaggerated by about 50 percent insofar as the) 
relate “principally” to the $50 work clause. Mr. Fort has introduced into th 
record an exhibit showing that, according to the figures he secured from th: 
Board’s actuary, the savings from the $50 work clause is 0.94 percent of payrol! 
(in the neighborhood of $47 million). Mr. Squire’s concluding sentence in (d 
“Tn my judgment the $75,000,000 is too high an estimate of savings,’’ is obviousl\ 
based on some error on his part, since this amount would be roughly 1.5 percent 
rather than 0.94 percent. 

In item 5, on page 8, Mr. Squire attempts to show that the increase of creditable 
and taxable compensation from $300 to $400 a month is not a very good invest- 
ment for the employee in this bracket. To suit his purpose, the employee in the 
first example is made to die 2 vears after retirement. Why should such an 
illustration be used when in ali other instances the data used are ‘‘actuarial.’’ 
Had the employee in this example been permitted to live out his life expectancy, 
he would not only have received his money back but also a substantial profit—it 
would be a much better investment than any railroad employee can usually make. 
Moreover, the $400 ceiling in 1951 is, relative to rates of pay, a lower ceiling than 
$300 was in 1937. 

Items 6 and 8 will be treated together. Item 6 questions the propriety of 
crediting service after age 65. The reason for making such service creditable is 
not as complicated as the minority member of the Board wishes to make it appear. 
During World War II, railroad employees have been requested to continue in 
service after age 65 as a patriotic duty. They have done so and will do so again, 
as now appears likely; and it is highly unfair to tax their wages for their service 
but not to give them credit for either. The statement in item 6 that “most of 
those retiring today and in the near future will have paid for only part of what 
they get’’ clearly implies that the minority member stands ready to give credit 
for all services with respect to which taxes were paid; but this implication is 
contradicted in item 8 in which he strongly objects to what he calls dual benefits. 
He would not pay benefits under both systems even though taxes were paid under 
both, and even though, as Mr. Squire admits in item 8, under the bill no dual 
benefits would be payable with respect to prior service if the annuitant is entitled 
to an old-age insurance benefit under the Social Security Act. 

Items 7 and 9 show lack of sympathy with, and understanding of, needed minor 
liberalizations. The objections made there, when compared with the others 
already discussed, and in the light of the minority’s real motive to have the 
railroad retirement system absorbed by the social security system, are also minor. 
The majority of the Board is satisfied that the railroad retirement system must 
continue its independence from the social security system, while the minority is 
ready to adopt the Federal Security Agency’s proposal to combine the two systems. 
This is the real issue between them. The minority is apparently of the opinion 
that if combination as proposed by the Federal Security Agency were achieved, the 
savings to the railroad retirement system could be $125 million, or $25 million more 
than is contemplated by the bill. This view is unwarranted because the bill does 
not limit the savings to any specific amount. It seeks to prevent the social 
security system from profiting at the expense of the railroad retirement system: 
if that profit is $125 million rather than $100 million, the railroad retirement 
system would, under the provisions of the bill, receive the higher figure. The 
fact, however, is that the minority wants to save an extra $25 million by reducing 
survivor and other benefits and by objecting even to minor liberalizations, such as 
those objected to in items 7 and 9 which do not involve costs. 
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The CHarrMan. The committee will stand in recess until 2:30. 
(Thereupon, at 12:15 p. m. the committee took a recess until 2:30 
p. m.) 


AFTERNOON SESSION 
The CuarrMan. The committee will come to order. 


STATEMENT OF LESTER P. SCHOENE, COUNSEL, RAILWAY LABOR 
EXECUTIVES ASSOCIATION-—Resumed 


Mr. Scuorene. Mr. Chairman, I want to correct one item that was 
discussed this morning when Mr. Harris and I were discussing the 
comparison between H. R. 3669 and H. R. 3755. I apparently mis- 
understood Mr. Harris. I am inclined to think that he misspoke. 
I understood Mr. Harris to refer to a slight difference in the treatment 
or in the increases of retirement annuities. A number of people in 
the room understood him to say a slight difference with respect to 
survivor annuities. 

Now if the statement was a slight difference with respect to survivor 
annuities, I want to clear that up, because there is a very great 
difference with respect to survivor annuities. The bill which I have 
been discussing in major part, that is, H. R. 3669, makes very large 
increases in survivor benefits. 

The CHarrMan. The record will be corrected. 

(Mr. Bennett submitted the following statement for the record:) 


STATEMENT OF Hon. Joun B. BENNETT, A REPRESENTATIVE IN CONGRESS FROM 
THE STATE OF MICHIGAN 


Mr. Chairman, at this point in the record of our hearings on H. R. 3669, I desire 
to include a statement that I have prepared setting forth my views with respect 
to this very important problem. It seems to me fair that any of us who have 
definite notions about this matter outline them for the benefit of all interested 
parties. 

At the outset, let me say that I have a deep interest in amending the railway 
retirement system. Since becoming a member of this committee, no subject 
has been brought to my official attention more often or more forcefully than the 
need for improving this system. Therefore, I have come to these hearings de- 
termined that we should proceed to amend the act within the shortest possible 
time. 

While concerned with expeditious relief for railroad pensioners and annuitants, 
I am at the same time deeply concerned that the relief be of the proper nature. 
After considerable study, I have determined that whatever bill we report to the 
House must in general meet the following four tests. 

1. The quickest possible means must be found to offer relief to those who are 
living under the railway retirement system. We must not permit opponents of 
relief for the annuitants to stall action by requests for long-drawn-out studies 
of alternate plans introduced at the last moment. 

2. The bill that we report must grant relief where it is needed most. Widows 
and children are suffering hardship under the present law. Our first attention 
must be directed to solving their problem. In addition, the bill must offer rea- 
sonable relief to all who are covered. 

3. Whatever action is taken affecting the railroad retirement account must be 
predicated upon maintaining the soundness of that account. No proposal should 
even be considered by the committee that will weaken the future of the fund. 
At the same time, we should exercise our own judgment, based on past experience 
as to what can safely be done in this field. 

4. Bearing in mind the higher rate of payroll contribution of railway employees, 
we should assure that their system is at least equal to or better than social security. 

It would seem from examining the content of the bills now before the committee 
that H. R. 3669 comes nearest to meeting the test points that Ihave outlined. For 
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that reason I feel that our approach to this matter should be along the lines of that 
bill. 
Although the railroad retirement system is a self-supporting fund that does not 
contemplate any form of subsidy, it should not be operated in the same manner 
as a private profit-making organization. The program that we develop must 
take need into account. The people who are most in need of aid are the ones to 
whom we owe our first attention. I am sure that every railroad man would want 
it that way. 

I will appreciate it as one member of the committee if all witnesses who are to 
testify will bear in mind the points of test that I have outlined and address them- 
selves to them in the light of whatever course of action they happen to be recom- 


mending. 
(Mr. Dolliver submitted the following statement for the record: 


OrpeR oF Rat~way Conpuctors or AMERICA, 
Marion Diviston No. 268, 
Varion, lowa April 28, 19541. 


Hon. James I. Datiiver, 
Representative from lowa, 
House Office Building, Washington, D. C. 

My Dear Mr. Douiiver: I respectfully submit and petition your considera- 
tion, of the following which are facts, not fiction. Recently I read an article re- 
lating the criminal prosecution of a man who failed to feed his livestock sufficiently 
Public policy, as declared by legislative enactments, requires proper feeding of 
domestic animals, Conservation officers spread grain on deep snow to save birds 
from starving. Were a warden of our State prisons to fail to feed sufficiently, the 
inmates, there would be a public roar of borror. 

Mavbe we old railroaders are not entitled to a better break than criminels or 
animals but surely we should enjoy, at least, an even break. Under prevailing 
prices it would seem we would be better off in jail, or in the county home. The 
present and probable future purchasing power for many years to come of the 
present dollar is 47 percent of retirement-time Coller. In plain meat and potatoes, 
my pension has been reduced approximately 42 percent 

Dear Mr. Dolliver, if the pension were raised, would not more men apply for 
them instead of working until thev are physical wrecks? There must be ampk 
funds to raise the pension so that it will go further in meeting the ever-increasing 
cost of living. The Government pays unemployment insurance to many young 
people who should be earning their own living, because the men feel that they 
must hang on to their jobs because of the inadequate pension, the younger men are 
denied their chance of earning enough to support a family, to buya home,or sav 
against the time when they will reach the pension age. 

I sincerely hope that anamendment can be passed so that there will be no quest ion 
of the soundness of the bill, that there would be no increase in taxes on either the 
railroads or the employees. Please be assured IT will deeply appreciate vour inter- 
est and most helpful cooperation by vou and vour associates in this very worthy 
undertaking. I might add, I believe the Railroad Retirement Act will be pre- 
served in its present form, except to make changes authorizing an increase in bene- 
fits. I think an increase can be made without impairing the stability or security 
of the retirement fund,that the present sound basis of the railroad retirement plan 
can be sustained, and at the same time make additional money available to those 
I am a crippled-up man, no home over my heed, 
I have just returned from the hospital 
nan that has helped us in the 


who so badly need—lI for one. 
have had continuous illness in my family. 
mvself. I am trying to type these few lines to a 
past. 
When I retired in 1939, as a freight conductor of the Milweukee lines, my aver- 
age monthly earnings were epproximatelv $175. Thereon I enjoved a pension of 
$85.89. Was increased in 1944 to $103.07, which T am presently receiving. 
Consequently, my present pension of $103.07 provices a nurchesing power equal 
to $50.32, at the time of my retirement $85.89. Only those retiring within the 
most recent years enjoved monthly earnings of, or approaching $300. No doubt 
there wiil be amendments presented which will seem to »ssume such hes been the 
situation for many veers. Those of us, similarly situated to myself, did not enjoy 
earnings that afforded an opportunity to create and build an old-age nest egg. 
Consequently, the only hedge of us older men against indigeney is our pension. 
The older we are, the less able we are to supplement the same by earnings in other 
fields. Were we old folks all badlv overweight. to thus reduce our diet to 50 per- 
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cent might be conducive to longevity but most of us are emaciated by age and need 
more, not less, nourishment. 

I petition your particular appreciation of the foregoing and will wholeheartedly 
be grateful for any relief of the situation. I would appreciate if you can send me 
some material on this subject, copies of bills that is to be introduced. 

With the highest hopes that your own health, vigor, and happiness, and of your 
loved ones may continue for many years. I hope when you receive this it will 
find you in the best of health, that vou may have continuous health. Please, 
dear Congressman, let me hear from you. 

Sincerely, 
Joun J. Troy, 
Chief Conductor, Division 268, Order of Railway Conductors. 


Mr. CuarrMan. Mr. Shields. 


STATEMENT OF J. P. SHIELDS, GRAND CHIEF ENGINEER, BROTHER- 
HOOD OF LOCOMOTIVE ENGINEERS, CLEVELAND, OHIO 


Mr. Suretps. My name is J. P. Shields. I reside in Cleveland, 
Ohio, where the Brotherhood of Locomotive Engineers, of which I am 
grand chief engineer, has its principal offices. I appear here in sup- 
port of H. R. 3755, on behalf of my organization and the other three 
operating brotherhoods—namely, Brotherhood of Locomotive Firemen 
and Enginemen, Order of Railway Conductors, and Brotherhood of 
Railroad Trainmen. 

H. R. 3755, the so-called operating employees’ bill, is identical with 
S. 1353, on which rather full hearings were held before a subcommittee 
of the Senate Committee on Labor and Public Welfare. Develop- 
ments at those Senate hearings have made it possible to shorten and 
make more specifically pointed a statement of the position of our 
brotherhoods on the pending amendments to the Railroad Retirement 
Act, but the principles which underlie H. R. 3755 continue to be 
the principles which our four organizations desire to see expressed in 
legislation. 

The program and policy expressed in H. R. 3755, and in the testimony 
of our actuary, Mr. Dorrence C. Bronson, and in the statements of our 
counsel, Mr. Clifford D. O’Brien, was finally developed in detail in 
conferences between the chief executives of our four brotherhoods. In 
addition to myself, those executive officers are D. B. Robertson, 
president, B. of L. F. and E.; R. O. Hughes, president, O. of R. C.; 
and W. P. Kennedy, president, B. of R. T. 

My appearance as spokesman for them is merely to avoid duplica- 
tion of testimony and prolongation of your hearings—TI shall express 
our uniform policy and the basic reasons therefor. Should your 
committee desire to hear from Mr. Robertson, Mr. Hughes, or Mr. 
Kennedy, I am authorized to say that each of them wiil be happy to 
add his own statement to this joint statement on behalf of all four 
organizations. 

Final decision on our program was not reached in any sealed con- 
ference chamber, sound-proofed from reality. Each chief executive 
has been intimately concerned as an official of his organization for 
many years with all of the varied and complex problems concerning 
the retirement of railway employees. Each has had and continues 
to have the benefit of continuous and quite voluminous correspondence 
with his membership throughout the country, with the members and 
officials of the Retirement Board, with the officials of his own organiza- 
tion, and between our organizations. 
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Furthermore, our national legislative representatives who ar 
known to most of the members of your committee, keep their fingers 
on the pulse of the railway workers and the retired railway workers, 
and have advised us of the results of their informal poll of the opinions 
of the people most vitally concerned with the railroad retireme: 
system. ‘The aid and advice of these valued officers of the operating 
brotherhoods was available to us and was utilized to the fullest extent 
in the formulation of our program. Each of them has been a regular 
attendant at your hearings, and will be on hand for consultation an 
advice with us as these hearings progress. They are, respective), 
John Corbett, assistant grand chief engineer, B. of L. E.; Jonas 
McBride, Vice President, B. of L. F. and E.; W. D. Johnson, vic 
president, O. of R. C.; and Harry See, vice president, B. of R. T 

That the four chief executives have constituted a joint committe 
to appear here and before the Senate subcommittee on behalf of thei 
organizations is attributable principally to the importance of the 
issues to all of our members and their families, but has been possibl: 
because of our continued presence here in Washington in connection 
with our still unsettled wage-rules controversy with the railroads. 

To assist in the conferences designed, as yet unsuccessfully, to bring 
about a settlement of the wage-rules dispute, each of our organizations 
has maintained its wage-rules committee in Washington for man) 
long months. These committees consist of experienced genera! 
chairmen from railroads throughout the United States, large and small. 
The close connection of these general chairmen with the many and 
varied problems of our retired membership all over this Nation has 
enabled them to give invaluable advice and information on a day 1 
day consulting basis in the preparation of our program of amendments 
to the Railroad Retirement Act. 

Before outlining the principal features of H. R. 3755 and explainin: 
our reasons for believing it should be enacted into law, with modifica- 
tions which I will detail, | would like to say a few words of thanks and 
commendation concerning the Railroad Retirement Board and it 
staff, followed unfortunately by a gentle admonition as to the scop 
of its functions as we view those functions. 

The Board and its staff have cooperated with us in furnishing re- 
quested information as to cost and other pertinent factors, prior to thy 
introduction of the bill and during the extensive Senate —— 
The Board has assigned one of its valued staff members, Mr. E. | 
Bickford, to consult with us as a technical adviser, and for this tlu 
operating organizations express their thanks to the Board and to Mr. 
Bickford. Mr. Bickford’s assistance to us has been valuable and pub- 
lic spirited, but I wish to record that in his work with us he spoke fo: 
himself and not for the Board, and that throughout he has functioned 
in the public interest as an adviser on technical matters only, never as 
a policy maker. 

The Board itself has, however, taken a strong position on matters 
of policy. It has, through two of its members, taken a stand in favor 
of H. R. 3669 and against H. R. 3755. The four operating brother. 
hoods believe the Board is well within its proper sphere when it assists 
interested persons and organizations in analyzing the effects of pro- 
posed legislation, in measuring increases in benefits against the ability 
of the system to pay those increases, and in like informational and 
technical activities. Similarly, no fault may be found with the Board 
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and its staff for furnishing like assistance and information to your 
committee and to members of the House and Senate. 

We believe, however, that the Board crosses the line of legitimate 
interest when it purports to give your committee its judgment as to 
what alternatives are desirable from the standpoint of the benefic- 
iaries of the system in terms of differing increased benefits. That 
field, we respectfully submit, is for the interested parties and their 
organizations, and for the legislative judgment of the Congress. We 
find nothing in the act which confers upon the Board either the duty 
or the responsibility for policy as to what type of benefit increases 
should be extended from available funds. 

Throughout the years the operating organizations have been pri- 
marily concerned, though not exclusively, with two paramount con- 
siderations: First, to do justice in the form of a realistically adequate 
monthly retirement income to those former railroad employees whose 
work careers and contributions have made the system possible; and, 
second, to maintain the system on sound financial principles. Our 
four brotherhoods stand before your committee today committed to 
those two paramount considerations. 

The program of amendments we propose is consistent with and 
precisely to fulfill in the light of present-day economic conditions each 
of those two vital considerations. 

Originally we proposed, as expressed in H. R. 3755, an even increase 
of 25 percent across the board to retired railroad employees, to those 
now in service who are later to be retired, and also to recipients of 
survivor-insurance annuities. 

We have continuously adhered, however, to the principle that 
neither tax rates already provided by law nor taxable monthly com- 
pensation be increased, and we have put ourselves on record that if 
it be necessary to reduce our over-all request for a 25 percent increase 
in benefits in order to maintain the system on sound financial principles 
at presently provided tax rates on current taxable maximums, we 
would yield to the facts and reduce our request to the percentage 
figures dictated by the taxable payroll ceiling. 

“We have also continuously expressed our belief that the retired 
railroad employees themselves should have first consideration, and 
that their annuities should be increased not less than 25 percent prior 
to and in preference to any inc rease in survivor-insurance annuities. 

Information which reached us prior to and during the Senate sub- 
committee hearings convinced us that presently taxable maximum 
monthly amounts at presently provided tax rates would not produce 
funds, on a sound financial basis, sufficient to meet an increase of 25 
percent for retirement annuitants alone, and with a minor but im- 
portant exception we have therefore concluded that it is necessary at 
the present time to forego any increase in survivor-insurance annuities. 

The analysis by our “actuary, Mr. Dorrance C. Bronson, has con- 
vinced us that the system may safely withstand the impact of nearly 
19 percent increases in retirement annuities and monthly pension 
payments, but no more. Allowing for the slight increase in costs 
involved in crediting $300 per month and $3,600 per year, instead of 

$250 per month and $3, 000 per year, in the computation of survivors’ 
insurance annuities, and giving some credit to our seriously prudent 
approach to our retirement system, we have agreed that our proposal 
for increases to retired employees and to those soon to retire should be 
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modified downward from 25 percent, or one-fourth, to 16% percent, or 
one-sixth. 

Preliminary to the central portion of this statement, in which | 
shall explain the compelling reasons for our basic proposals an indicate 
to you why our program has omitted features which might, at first 
glance, seem socially and economically desirable to the enlightened 
but uninitiated, I should like to call to your attention certain general! 
facts which have influenced our judgment in deciding upon this legis- 
lative program. 

The four operating brotherhoods have as their members, and 
represent the interests of, railroad employees and retired railroad 
employees whose service is performed on trains and engines, and in 
yards. These include, along with smaller numbers of other classes 
of employees, engineers, firemen, conductors, trainmen, switch- 
men, and hostlers. They number in excess of 300,000 active employees. 

Clerks and shopmen with very long railroad careers are by no means 
unusual, but it is among the operating employees that we find pro- 
portionately the longest careers for the group as a whole and the 
highest regular earnings. The operating group also furnishes propor- 
tionately by far the greater number of occupational disability retire- 
ments, partly because of the exacting physical requirements and 
partly because of the greater hazards attendant upon their work. 

Just by way of brief illustration may I give you some figures 
taken from or computed from table B-11, page 106, 1950 Report 
of the Retirement Board. These figures relate to annuities in force 
at the end of 1949. Former operating employees constituted a total of 
58,314 recipients out of a grand total of 232,542—almost exactly 25 
percent of the grand total. In contrast, operating employees consti- 
tute only 22 percent of the total of active railroad employees today. 
The longer careers and the higher earnings of the operating employees 
appear from the size of the monthly annuities. The average for 
all retirement annuitants was $80.38, but a weighted average of the 
monthly annuities paid former operating employees yields a figure of 
$104.15—and this is almost exactly 25 percent (24.9 percent) greater 
than the average. 

The disparity would be greater had we removed the effect of the 
higher operating employees’ annuities from the average. Excluding 
annuities to former operating employees, all others averaged $76.43 
per month, $27.72 per month less than the average exoperating 
employees. In percentage terms, the operating employees’ average 
exceeds the average of all others by 36.3 percent. 

Since annuities are calculated solely upon and vary solely by a 
so-called bent formula which gives substantially less eflect to earnings 
above $50 and again to those above $150 per month, multiplied 
by length of service, there cannot be any question but that the 
employees and retired employees represented by the operating 
brotherhoods constitute those with longer effective working careers 
and with higher average earnings. 

The same table, giving retirements effective in the year 1949, bears 
these conclusions out quite fully; 36,020 employees retired in 1949 
at an average annuity of $78.29; of these, 8,119 were operating 
employees, whose monthly annuities averaged $99.27, exceeding the 
over-all average by 26.8 percent. Eliminating the effect of those 
operating employees’ annuities upon the average, all other employees 
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retiring in 1949 received average annuities of $72.18. The operating 
employees’ annuities of $99.27 exceed that figure by 37.5 percent. 

On the subject of retirement for disability, the Board’s experience 
parallels and confirms the experience of our organizations and the 
sound common sense of the judgments we have made. In the same 
table in the 1950 report we find figures showing the percentage of 
persons returing in 1949 who retired for disability; 36.8 percent of all 
emplovees retiring, or 13,255, were disability retirements; of the 
operating employees, however, 42.8 percent—3,475 out of 8,119—did 
so for disability. 

Eliminating the operating emplovees from the total, 9,780 other 
retired employees, or 35 percent, retred for disability, in contrast to 
nearly 43 percent disability retirements among retired operating 
emplovees. 

We do not think these disability figures will surprise your committee. 
They result from the high physical standards required of operating 
employees and from the high hazard rate of those occupations in 
comparison to other railroad occupations. 

The operating brotherhoods, as spokesmen for those with longer 
careers and higher earnings, have been aware that certain social 
principles expressed in the system have placed greater proportionate 
benefits in the hands of some employees with shorter careers and 
smaller earnings—emplovees whose tax contributions were less in 
proportion to benefits than the operating employees. The social 
principle has been extended and expanded effectively in the establish- 
ment of the various survivor benefits, since those benefits are in sub- 
stantial part paid for from the contributions of employees who do not 
leave survivors eligible for benefits. 

We do not seek to reduce any survivor benefits at this time, nor to 
attack the principle upon which they have been adopted and made 
effective in the railroadmen’s retirement system. Put plainly and 
assessed realistically, there is just no money available to provide any 
increases in survivor benefits at this time unless we draw it from the 
meager amounts now available to increase the benefits payable to 
retired employees. 

Our operating brotherhoods are therefore presently opposed to any 
further extension of the social principle which fails to credit at least 
proportionately those employees whose work and earnings form the 
basis for the higher tax contributions under the presently provided 
taxation scheme. 

Since the passage of the Retirement Act of 1937 there has been a rise 
in the conservative Price Index for Consumers of the Bureau of Labor 
Statistics of 80 percent. Contrast this, if vou please, with an increase 
in benefits to these fixed-income people who have devoted their lives 
to the railroad business of a mere 20 percent. 

A further 16% percent—actually 16% percent on 120 percent— 
effectuates, if allowed in new legislation, only a total 40 percent in- 
crease, leaving a plain gap of at least 40 percent failure to keep pace 
with the rise in cost of goods and services purchased over a relatively 
long term—14 years. 

Consider these further extremely significant facts. Our retired 
people and those soon to retire for the most part purchase a somewhat 
different “‘market basket’? of goods and services than is regularly 
priced by the Bureau of Labor Statistics. Many of them own their 
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own homes or have been able to reduce the size of their living quarters 
as their children have grown up and left home. Substantially 
greater proportion of their reduced regular monthly income is spent 
for the food component of the market basket than is the case with con- 
sumer families generally. 

We believe it is most important to realize that in the cost-of-living 
picture for these fixed and reduced income elderly people the cost of 
food regularly consumed assumes a place of great magnitude. Prior 
to recent adjustments in its weighting formulas the Bureau of Labor 
Statistics assigned to food a weight of 41.6 in the all items index. It 
has now adjusted this weight downward to one-third because with 
greater incomes it turns out that the purchasing habits of consuming 
families change and a lesser amount of the total available for spending 
goes for food. 

But for the retired annuitant, exactly the reverse of the process 
which the Bureau observed for normal consuming families occurs. 
To repeat, a greater proportion or percentage of a reduced total income 
necessarily is expanded for food. 

The operating brotherhoods therefore stress the 14-year trend of the 
food component of the Consumers’ Price Index, a trend vastly more 
sharply upward than for the all item index itself. Since 1937, when 
the Retirement Act established the amounts of annuities which have 
up to now been raised but 20 percent, the food index at the consumer 
level has risen 115 percent. If we adopt the previous Bureau weight- 
ing we adopt a very conservative estimate to apply to the retired rail- 
road employee. But it furnishes a means of stating a most instructive 
example. 

Assume an employee was fortunate enough to have retired in 1937 
at a monthly figure of around $100. He then spent 41.6 percent or 
$41.60 of his retirement income for food. The income has risen 20 
percent to $120. But the cost of food equivalent to that he could pur- 
chase in 1937 has risen 115 percent to $89.44. Where a balance of 
$58.40 was left to meet other epxenses in 1937 there is a balance of 
$30.56 now, wholly inadequate to meet other increased costs which, as 
we have shown, also rose well over 50 percent in the 14-year period. 

This is but an example compounded of the substance of countless 
letters of complaint which every one of our operating organizations 
receive regularly from its retired members. And I can assure the 
members of this committee that the letters of complaint stress, as | 
have stressed, the rising cost of necessary food items, the first and in- 
dispensable expenditure. 

We are not suggesting that the levels of retirement annuities should 
fluctuate at short periods in response to changes in the cost of living 
Indeed, stability of income and stability of the system itself are both 
considerations which argue against frequent shifts in the levels of re- 
tirement and other annuities. 

But the principle of shifting wage rates upward at quarterly inter- 
vals following, not leading, changes in consumers’ price levels has 
been adopted in an overwhelming number of industrial agreements in 
recent years, and has been applied at the suggestion of the White House 
itself to the greater proportion of railroad employees. Indeed, the 
age has been tendered to and in effect adopted until October 1953 
»y these very operating brotherhoods—I can assure this committee 
that it is not the ‘escalator’ clause phase of the carriers’ offer to us 
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which is holding up settlement of our wage-rules controversy; indeed, 
we have announced in sworn testimony before the full Senate Commit- 
tee on Labor and, Public Welfare that an escalator clause which would 
keep our wages at least in pace with upward changes in the cost of 
living is acceptable to us for a long-term period ending only October 1, 
1953. 

The principle of escalation of railroad wage rates to bring them up 
to price rises which have already occurred was recognized by the 
Temporary Emergency Railroad Wage Panel and approved by Eco- 
nomic Stabilization Administrator Johnston only last month. 

What are we then to say to the retired railroad employee who feels 
even more keenly at his reduced income level the impact of rises in 
the cost of things he must buy, particularly foodstuffs? We cannot 
appease him with the answer that he received one modest increase of 
20 percent 3 years ago and must rest content with that. Indeed, 
the 20-percent increase granted to retirement annuitants alone in 1948 
was then quite inadequate to bring the annuities to anything like 
their 1937 purchasing power. By 1947 the price index had risen 63 
percent over 1937, and the food component of that index had already 
risen 92 percent. We, and our retired members too, were acutely 
conscious of those facts in 1948. We had planned to support proposals 
for increases averaging at least 40 percent at that time. 

The peculiar legislative picture at that time made it advisable that 
then, in the interest of obtaining agreement with the carriers on 
amendments to our retirement benefits, we agree with them upon a 
bill which contained only the 20 percent increases. There was then 
some doubt too that the fund would remain on a sound basis if asked 
to support increases substantially exceeding 20 percent. Economic 
conditions which will be dealt with in later statements on our behalf 
have changed the prospects for taxable payrolls well upward from 
the estimates made in 1948. 

The operating brotherhoods therefore feel that to the extent that 
currently provided tax rates and taxable maximums will provide funds, 
on a sound basis, to pay increases partially to compensate for this 
long-term upward trend of the cost of living, the Congress should 
enact enabling and empowering legislation. 

I understand that our counsel expects to advance some further 
reasons why our fixed-income annuitants should receive immediate 
increases in their incomes. These relate to wage and earnings levels, 
and the accelerated movement of the economy generally since 1937. 

But I tell this committee frankly that it is these sharp rises in the 
cost of living which trouble our retired members, and make them 
wonder whether their years of work and worry were worth while, 
which impel them to demand, and us to echo the demand, that nothing 
should stand in the way of relief as early as possible—surely at this 
session of the Congress. 

In computing estimates of costs of our proposed amendments the 
staff of the Railroad Retirement Board seems to have given weight 
to a notion that when the amounts of benefits payable are increased 
by a given percentage figure the cost figure will automatically increase 
by a greater percentage figure because, it is said, more persons eligible 
for retirement will retire and commence drawing the increased benefits 
than would retire under the presently provided benefit scale. Thus, 
although our present position is to increase retirement annuities by 
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one-sixth, it is said this would cost more than one-sixth since the rat 
of retirement among eligibles would be accelerated. This, I respect- 
fully say, is in a practical sense nonsense. 

Our members who have had 30 years of servicée and who have 
reached the age of 65, if in good health and competent to perform 
their regular taks, do not wish to retire. They enjoy relatively high 
earnings, and for the most part have their pick on the better runs 
carrying higher earnings’ opportunity. I have said that, despite th 
maximum benefits now obtainable of $144 per month, the average 
retired operating employee is receiving around $104 per month. 
Neither $104 per month nor $144 per month tempts the health, 
engineer or conductor to retire from the job his seniority entitles 
him to hold so long as his physical and mental condition permits him 
to give efficient performance on that job. A one-sixth increase on the 
absolute maximum would give a total monthly sum of $168—on the 
average about $121—and at present living costs neither of thes: 
sums would induce any capable senior operating employee to leave 
his employment. 

1 would like to turn now to what may be called the “priority orde: 
of desirability” of proposed increases in benefits. This leads in- 
evitably into our reasons why we have, regrettably, left out of our 
proposals many of the new features offered in H. R. 3669. 

I have stated that our membership feels keenly that there should 
not at this time be any extension of the social principle which underlies 
the formula for computing annuities—that first those whose work 
areers and earnings make the system of retirement possible should 
have necessary uniform relief in the form of increased annuities. 

Moreover, we do not understand that the proponents of H. R. 3669 
disagree with us in principle on the point that the first available money 
for increased benefits should go to the emplovee annuitants them- 
selves, and should give them a reasonable measure of necessary relief 
prior to consideration of other otherwise desirable objectives. 

Our difference seems to be only this: that H. R. 3669 would give 
an equal increase to both employee annuitants and to survivor 
annuitants at whatever level the increase be established, while the 
operating employees insist that up to a 25-percent minimum the 
retired railroad employees themselves be given priority of increases 
This principle was, as | have said, embodied in the 1948 amendments 
which permitted increases in employee annuities of 20 percent, while 
extending no increases to the recently established survivor annuities. 
Those 1948 amendments were supported by all the standard railway 
labor organizations, and agreed to by the carriers. 

Our difference with proponents of H. R. 3669 gains content, how- 
ever, when we read that bill and discover that it offers the tired em- 
plovees but 13.8 percent, in contrast to our proposed one-sixth, and 
utilizes the difference plus additional tax money from taxing another 
$100 of employee earnings to increase survivor benefits 80 percent 
and more, and to create a new type of benefit for spouses of living 
annuitants. 

H. R. 3669 bill would create a new class of beneficiary—the living 
wife past 65 of the living employee annuitant. She would receive 
half the annuity of the retired employee up to $50, and this would 
be paid to her with no reduction in the annuity received by the retired 
employee. Thus, annuitants whose wives reach age 65 alive would 
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experience a 50-percent or a $50 increase in spendable income, with 
no increase whatever compensating to single retired employees or to 
retired employees who are widowers, though the latter worked as long 
in the industry at equally high wages on which equal taxes were paid, 
and though the basic employee annuities of the latter thus equal those 
of the fortunate annuitant with a living marital companion. 

Our operating brotherhoods unqualifiedly state their view: That the 
social principle should not be so extended as a further discrimination 
against a large proportion of retired emplovees unless and until their 
own fixed and meager incomes are raised now to the extent the system 
will stand. We are unwilling that retired employees should forego a 
substantial part of necessary increases in order to supply funds to 
support an extension of the social principle in the form of an annuity 
to the spouse of a living employee annuitant who is equally, but no 
more so, deserving of relief. 

To support H. R. 3755 and tell vou our basic general policies in 
respect to increasing benefits to retired employees first, leaving other 
increases to depend upon availability of funds under the tax rates 
and the taxable maximums now found in the law, is also to oppose the 
proposal in H. R. 3669 which would levy taxes on both employees 
and carriers up to $400 per month and $4,800 per vear. 

Our reasons for opposing the taxation upon an additional $100 per 
month are not fanciful, nor are they the product of any irreconcilable 
opposition under all circumstances to increases in either the rates or 
the taxable amounts. We believe that the legitimate necessities of 
the retirement system, including the increases in benefits so urgently 
required right now, may be met with the contributions now required 
bylaw. We have always upheld the principle that the railway retire- 
ment system should be self-supporting, and should it be established 
that self-support on a sound financial basis requires additional con- 
tributions from higher taxes we would have to face those facts squarely. 

The operating organizations believe that modest relief in the form 
of across-the-board percentage increases to retired employees are pos- 
sible, in the light of changed economic conditions and particularly 
because of increased taxable payrolls, without change in the tax 
structure. 

Taxable maximums should not be increased merely to provide 
money to pay a wholly new form of benefit, the justification for which 
is not established bevond question. 

But, what new form of benefit is proposed, and is it so inherently 
just by proper criteria that it cries out for inclusion in the retirement 
system? The new form of benefit is the extension of an additional 
one-half annuity, or of $50 per month, to the wife at age 65 of a 
living retired annuitant. It is said, in justification, that this form of 
benefit to a spouse is contained in the social-security benefits. We 

cannot subscribe to the theory that what is in social security must 

automatically appear in railroad retirement. We fear the corollary— 
that what is not in social security must not appear in railroad retire- 
ment. 

Disability benefits, constituting over 36 percent of retirement 
annuities in force under our system, are not provided at all under 
social security. Are we to so model ourselves on that system as to 
deprive railroad workers of the necessary protection for total and 
permanent disability, and more important—particularly to the oper- 
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ating employees with their single set of specialized skills developed 
over a working lifetime—for occupational disability? The figures | 
have already given you contain the plain refutation of that idea. 

On the merits, we are not perusaded that an annuitant whose wife 
happens to live past age 65 is thereby automatically entitled in com- 
parison to his fellow retired railroad employee to an additiona! 
benefit. Certainly we do not believe this new type of benefit should 
be written into law over the expressed opposition of the operating 
employees who, as I shall show you now, are in the main employees 
who will pay, and whose employment will cause the carriers to pay, 
additional taxes should the maximum taxable amount be raised above 
the present $300-per-month ceiling. 

The figures available to us indicate quite clearly that on the aver- 
age, even with their recent wage rate increases, the nonoperating 
employees earnings are well below $300 per month. In comparison, 
prior to any increases other than those ordered as interim increases by 
the Department of the Army, operating employees monthly earnings 
are averaging well above $400 per month. 

The averages do not tell the entire story because some operating 
employees earn less than $400 per month, and many nonoperating 
employees earn more than $300 per month, with those in the higher pay 
brackets exceeding $400 per month. 

But by and large we know these average figures, and we conclude 
that as a general proposition the proponents of H. R. 3669 are asking 
for additional tax money, to come from the pockets of or as a result of 
the work of our men, money which is to be used to engraft upon our 
retirement system new benefits which our men have not asked for and 
do not now want. 

Additionally, the “bent” formula for annuity computation would 
expend the extra tax money disproportionately against those whose 
work and earnings made it available. This is so plainly shown in the 
separate statement of Board member Squire on H. R. 3669 that we 
adopt that part of his statement as our own. 

For these reasons the operating brotherhoods oppose any increase 
at this time in the taxable maximums. 

I have already said that we see no compelling need to parallel 
social security at all points, and have pointed out that in addition to 
greater retirement benefits for age and service we already enjoy 
valuable disability retirement benefits not provided for at all under 
social security. Without going into detail, 1 would like to express our 
opposition to steps proposed which would, as we undertsand the pro- 
ponents of H. R. 3669, largely merge our railroad retirement system 
with the social security system. 

The railroad retirement system was originally conceived as a self- 
supporting system, and it is still generally and rightly regarded as 
self-supporting. As this committee has been informed, though not 
fully funded the scheme assumes that from the reserve, from interest 
on that reserve, and from currently paid contributions, at any time 
in the future the system will be able to meet its obligations to retired 
employees and their survivors. 

Contrast that financial plan with the financial history of social 
security. An account of the financing of social security in the January 
1950 issue of the Monthly Labor Review gives this information: 
Originally the 1935 act contemplated building a reserve which by 1980 
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would reach 47 billions of dollars. The accumulation of this huge 
reserve is a Government program met severe criticism, and strong 
sentiment developed to place social security on a pay-as-you-go 
basis. Thus the 1939 amendments provided that Congress should be 
advised whenever the fund reached a proportion exceeding three times 
expected annual expenditures. This requirement implied that Con- 
gress meant to keep the reserve from exceeding three times the annual 
benefits. Yet our fund of over 2 billion already exceeds by six times 
the annual expenditures of the railroad retirement system. 

Under social security the original tax rate of 1 percent was to have 
risen rather rapidly, but by successive statutory changes it remained 
at that rate until the 1950 rate of 1 percent became effective. The 
maximum rate now contemplated by law is 3% by 1970. 

We are inclined to agree with the observation of the chairman of the 
Senate subcommittee, reported at page 32 of the transcript, that 
there is implicit in the Social Security Act an ultimate subsidy at some distant 
future date, whereas your plan is intended to be self-supporting. 

Furthermore, we believe that any merger of the system, even in 
part and largely affecting employees of less than 10 years of railroad 
service, eats away at the principle of self-support and threatens to 
lead the way to a complete merger of the systems. 

On this entire question of the relationships between railroad retire- 
ment and social security we have not made any extensive study. 
The proponents of H. R. 3669 and staff members of the Retirement 
Board who have been interested in the drafting of that bill have not 
consulted us or, as we understand it, the railroads except on certain 
detailed points. 

We feel certain neither the Senate nor the House would wish to 
consider a merger of our system with the social-security system apart 
from a complete study of the effects of such a merger on both systems. 
Additionally, such a merger presages merger of privately supported 
systems now supplemental to or completely additional to social 
security; it involves the possibility of merging with social security 
other governmentally sponsored retirement systems—the general 
civil-service retirement system, the armed services retirement system, 
the several State and municipal retirement systems. 

Such a project may well in the long run prove desirable and feasible. 
We cannot agree that it has been shown to us that it is now desirable 
to merge the railroad system, carefully devised to fit the needs of long 
career railway employees and to operate on a self-supporting basis, 
with the general social-security system. In this respect we believe 
our system stands in a position comparable to the Federal, State, and 
municipal retirement system: It has its own financial system, to 
apply to its own employee group, a group generally long in service in 
the particular industry and, for the most part, with one particular 
employer. 

For these and many other reasons which we would be glad to discuss 
in greater detail if desired the operating brotherhoods respectfully 
suggest: (a) That no change be made in the Railroad Retirement Act 
at this time respecting the presently provided system applicable be- 
tween the railroad retirement system and the social-security system; 
(6) that the Railroad Retirement Act be amended only by changing 
those clauses in the act which govern the amounts of retired employee 
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annuities and, if funds be found available, of survivor benefits; and 
(c) that the entire issue of the relationships of the social-security system 
to other retirement systems, Federal, State, municipal, private, and 
our own railway system, be studied over a period of time by a joint 
House-Senate committee which would have the aid of a professiona! 
staff, and the consulting advice of representatives of all parties in 
interest. These representatives would include our Retirement Board, 
the carriers, our labor organizations, the Security Administration, the 
Civil Service Commission, representatives of industry and labor having 
private systems, and spokesmen for the several State and mupicipal 
systems. 

With the understanding that we are not committed to anv change 
in the relationships between our own system and social security, the 
operating brotherhoods would welcome such a complete and scientific 
study and would cooperate with a joint House-Senate committee in 
such a comprehensive review of the entire problem. 

Our counsel will comment at greater length on the amendments we 
have proposed to the Unemployment Act. For the organizations | 
desire to say only this: That the sections we wish to strike are sections 
which disqualify from benefits under specific circumstances, but that 
they disqualify only employees who operate or work on trains. Under 
the same specific circumstances employees in other classes of service 
would not be disqualified from benefits. This, to us, is a rank dis- 
crimination. We believe that all railroad employees should be quali- 
fied or disqualified for the benefits under the equivalent circumstances. 
Our proposed amendments would accomplish that result. 

I have just about completed this statement. Our brotherhoods wish 
to repeat that they are willing to cooperate to furnish your committee 
with any available information it believes would be helpful. We 
believe our actuary, Mr. Dorrance C. Bronson, will be able to spell out 
for you quite effectively that money is available to pay annuity in- 
creases of 16% percent, consistent with a financially sound system under 
presently provided tax rates and taxable ceilings. 

Our counsel, Mr. O’Brien, will follow Mr. Bronson, with the per- 
mission of your committee, and will explain legal details of our pro- 
posed amendments, the changes we ask in the unemployment insurance 
law, and some further reasons why we believe our proposals should be 
favorably reported and enacted into law without delay. 

May I| leave your committee with these final thoughts: The rising 
cost of living has placed our fixed-income retired railroad employees 
virtually in “the position of semipensioners. They are able to live 
just about half as well on their annuities as they had every right to 
expect they would be able to live during their working years when 
they were earning good wages and paying heavy contributions into 
the system. 

I just want to add this to my statement: I am not a technician, 
neither am I an expert on the Railroad Retirement Act. | am speaking 
for my associates, chief executives of the operating brotherhoods, in 
enunciating the policy that we have adopted with respect to amend- 
ments which we are sponsoring for the Railroad Retirement Act. 
We believe that they speak for themselves. 

We have no quarrel particularly with the added benefits for sur- 
vivors that appear in H. R. 3669 but we believe, as I have already 
stated in some detail, that the immediate and crying necessity is to 
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provide within the limitation of the funds of the railroad retirement 
system such immediate relief as can be given to the retired annuitants. 

We believe that sometime later on and on the basis of our experience 
under these amendments that it will be quite proper to consider some 
future amendments in the way of increasing survivor benefits. But 
at this time we believe that there is a real nec essity to make what 
money is available in the system available for use in increasing the 
annuities of the retired employees. 

I want to thank you, Mr. Chairman and members of the committee, 
for your attention and interest in this statement. 

Mr. Beckwortu. Mr. Wolverton desires to ask you some questions, 
Mr. Shields. 

Mr. Surevps. Yes, sir. 

Mr. Wotvertron. Mr. Shields, first with respect to your thought 
that there should be no increase from $300 to $400 in the taxable 
base. In the event that the taxable base was raised from $300 to 
$400, how much additional tax would it mean to a man making $400? 

Mr. Suretps. You mean how much increase in annuity? 

Mr. Wo tverron. How much increase in his tax? 

Mr. Sureups. It would make 614 percent on the additional $100. 
I have not figured it out in detail. 

Mr. Wotverron. If he pays 6 percent on $300 as it is at the 
present time and it should be increased to $400, that would be an 
additional payment of $6 per month, would it not? 

Mr. Suietps. That is night. Presently it will be $72 a year, Mr. 
Wolverton. 

Mr. Wotverron. Increase? 

Mr. Surevps. That is right. 

Mr. Wotverton. Will vou show me how that is made up? 

Mr. Suretps. It will be just an additional $100 that was taxable 
in the amount of 6 percent per month. 

Mr. Wotvertron. That comes to about $6 a month. 

Mr. Sureips. That is exactly right. 

Mr. Wotverron. It is $1.50 a week, 20 cents aday. You say that 
your organization would be opposed to paying that additional amount 
for the extra benefits that would come to widows and survivors? 

Mr. Saietps. At the moment we would, ves, sir; because of the 
way we understand the benefits would be allocated as between the 
annuitants and the living spouse of an annuitant. 

Mr. Wotverton. Then if you object to the increased tax, even 
though additional benefits would come to the widow al id survivors, 
you also object to the reduction of the 16% percent which you now 
advocate as an increase across the board to 13.8; is that right’ 

Mr. Suipips. Yes; we would. 

We have an additional objection, Mr. Wolverton, to adding the 
additional $100 to the taxable income, because most of that would be 
paid by the employees in the operating group because of the highei 
average of wages. 

Mr. Wotverton. In other words, notwithstanding the strong 
appeal that you have made to the committee for the necessity of an 
increase to the pensioner, you ignore the same necessity that exists 
for a widow and survivors? 

Mr. Suretps. We think Je that is there, Mr. Wolverton, but on 
the advice of our actuary and with the benefit of the actuaries of the 
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Board, we have felt that we should attempt to fit the suit to the cloth 
that we have. That is to provide such benefits as we can to both 
the annuitant and the survivor, but in the event that we cannot 
provide, without any tax increases or any additional salary taxable, 
a reasonable annuity, we would prefer at the present time to forego 
the increase for the survivor benefits and apply it rather to the 
employee annuitant. 

Mr. Wotverrton. Speaking of the present time, the necessities that 
exist with respect to those on retirement are no different than the 
necessities which exist with respect to widows and survivors, are they? 

Mr. Suietps. That is very true. 

Mr. Wotvertron. You would feel that widows and survivors who 
have no means of support could get along better under the necessities 
than a retired worker could? 

Mr. Suretps. No; I would not think they could, but as we view 
it, and particularly in the light of what we understand there is in the 
fund of the retirement system to be used to provide benefits for either 
of the groups, either the annuitants or the survivors, there must be 
a decision made some place. We believe that it would be better to 
provide the increase for the annuitants rather than to spread it out 
thinly, as it must necessarily be spread out, as we understand it, to 
the extent that there would be no appreciable benefit to either the 
survivor or the annuitant. 

Mr. Wotverron. I appreciate the importance of what vou say 
with respect to keeping the benefits within a range that would not 
disturb the stability of the fund, but looking at it from the standpoint 
that if there is some division to be made, in other words, if there is 
some sort of pie to be cut, though in this case it is a rather small pie, 
would it not seem to you to be more just to make some recognition 
of the necessities that exist for a widow and survivors who are at such 
a great disadvantage? 

I have in mind that your organizations are all called brotherhoods 
I like that term, but it carries certain implications with it. If we 
look at these matters in the nature of a brotherhood, why it seems to 
me that it inclines us to have a feeling toward those who are worse 
off even than the pensioners, and they are bad enough off, I agree 
with you as to that; but does it pot seem as if there is some need to 
take care of these unfortunate people whose breadwinner has been 
taken away from them and leaving them, the widow and children, to 
get along on the small stipend that is now paid? 

Mr. Sureitps. We have given all that very serious consideration, 
Mr. Wolverton, and we are just as conscious of the situation in which 
the widow finds herself as you are. 

Originally our proposal, as I have indicated in my statemen‘, called 
for a 25-percent across-the-board increase to all annuitants and sur- 
vivors. The results of the study of our actuary on the basis of the 
reports that we have received from the Board actuaries indicate that 
there was just not enough money to do that. So, as I have stated, 
we were forced to make a choice. Our thought was that it would be 
better to increase the annuity for the retired employee in an amount 
that would really be of some assistance to him rather than to attempt 
to spread it out to both the annuitant and to the survivor, because 
in that event, if we are correctly informed as to the available funds 
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in the system, it would have been a very limited amount we could 
have given either one of them. 

Now in connection with what you have said with respect to what 
you understand to be contemplated by the term “brotherhood,” I 
can speak only for my own brotherhood. We have in our set-up a 
provision to extend charity to widows. We have been extending 
charity to widows of deceased members of our organization over a 
period of about 50 years, and the charity payments that are made 
each month by our organization run into the thousands of dollars. 
So insofar as my own organization is concerned, we are contributing 
to the extent possible to relieve the situation that is now confronting 
the widow of the deceased emplovee. 

I realize that that is separate and apart from the proposition that 
we are here discussing, but we are meeting that situation in that way, 
and again I can only say in answer to your question that we are just 
as acutely interested in the widow as anyone is, and we have adopted 
the course and suggested the amendments we have here for your con- 
sideration only after serious consideration of the problem and the 
necessity as we saw it to adapt the impact of the amendments to fit 
what we understand are the available funds in the system. 

Again I would say that as the result of our thinking, an attempt to 
spread this increase out to the annuitants and to the widows would 
result in neither of them getting a sufficient amount to materially 
benefit their present situation. 

Mr. Wotverton. Then, as I understand it, your plan would not 
necessitate any additional tax. 

Mr. Suretps. Our plan would not. Our plan does not contemplate 
any increase in tax. 

Mr. Wotverton. Nor would it in the plan that was presented in 
H. R. 3669. 

Mr. Surevtps. No; not in the manner that they do either. 

Mr. Wotverton. Then the only difference between the two view- 
points is whether widows and survivors should have recognition? 

Mr. Sutetps. Under the circumstances: yes. 

Mr. Wotverton. Then I understand you are opposed to the spouse 
provision in H. R. 3669? 

Mr. Sutetps. Yes; I would be. If we thought there was enough 
money to do anything for other than the annuitants, we would much 
prefer to have the surviving widows’ benefits increased rather than to 
provide the benefit contemplated in H. R. 3669. 

Mr. Wotverton. Notwithstanding the fact that in some, if not 
all, of the cases the $50 additional which would go into that home 
would be highly beneficial to the pensioner as well as to the widow? 

Mr. Sutexps. That is true, but under our proposition we feel, if 
we have been correctly informed as to the available funds in the 
system, that our amendment would provide for the annuitant all 
that there was to be given. 

Mr. Wotverrton. Is it not true that the social security system 
allows such a benefit for retired employees with living wives past the 
age of 65? 

Mr. Suietps. I think they have some such provision; ves, sir. 

Mr. Wotverton. Do you think that the committee, in considering 
the fact that social security does provide it, would be justified in 
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bringing the railroad retirement to a somewhat similar recognition 
of responsibility toward the widows and the survivors? 

Mr. Smietps. Well, if it can be done within the limit of the fund 
available, 1 do not know that we have any particular objection, but 
again I would have to say, as I indicated in my statement—— 

Mr. Wotverton. Pardon me, but it cannot be done if you give it 
all to the pensioner. 

Mr. Suievps. That is very true, but again I would have to say in 
that connection, if our information concerning the amount of funds 
available in the system is correct, we believe that, if you were to do 
that, the amount of increase in survivor benefits and annuitants would 
be so small that it would be of very little benefit to either. 

Mr. Wotverton. Do you not think that the Railroad Retirement 
System should be equal to at least what the Social Security is? 

Mr. Suievps. We think in some respects, Mr. Wolverton, that it 
is better. 

Mr. Wotverton. Do you think it should be equal to it or better? 

Mr. Suievps. That is very true. We would like to do that if we 
can do it with the amount of funds available or within reasonable 
limitations of tax increase. 

Mr. WotvertTon. On the theory that the proponents of H. R. 
3669 have testified before this committee they say that vou cannot 
help both in the proportions you set forth in your bill. They do not 
say they can do as much for the pensioner as you do in your bill, 
but they draw the distinction as to the necessity of doing something 
for the widow and the orphans. It is the same money that is being 
spent, and it resolves itself into a question of policy whether it should 
all be paid to the pensioner or whether it should be paid to help 
widows and survivors. 

Mr. Suretps. That is approximately what it boils down to. How- 
ever, we understand there is some question as to whether or not the 
can provide all these benefits. I do not know that they contend 
they can without increasing the tax. But again, as I have pointed 
out—and this may be altogether selfish on our part-——we realize that, 
since we represent those in higher-wage brackets, the group we 
represent will be paving a disproportionately large percentage of the 
bill, and as long as this thing is supposed to be set up on democratic 
principles we think we should be reasonably consistent in following 
out those principles. 

Mr. Woiverton. So, we get away from the general plan insofar 
as it affects all to give some special consideration to those who make 
higher salaries? 

Mr. Suiexips. Well, it would have the impact on those in the 
higher-salary brackets that I have indicated. 

Mr. Wo.verton. From those to whom much is given much is 
required. There is a principle that means that those of us who have 
more have a greater obligation to be helpful to those who do not have. 
That would seem to me to define in a measure the meaning of brother- 
hood. 

Mr. Suretps. That is a very commendable philosophy, but I 
have been dealing with human nature for a long time, and I think 
that we are prone on occasion—perhaps on a lot of occasions—to 
look first to our own personal interest. Again I would say that our 
proposition or suggested amendments were with no thought of 
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discriminating against any group, but we have suggested these amend- 
ments with the understanding that there was only so much to be 
given without increasing the tax rates, and we have adapted our 
amendments to fit what we understand the system will bear. 

Mr. Wotverton. At the present time widows and survivors under 
the Social Security Act do receive more than widows and survivors 
under the Railroad Retirement Act? 

Mr. Sureips. They do. 

Mr. Wotverton. Do you think that condition should continue to 
exist? Are they in any greater need or are they any different that 
they should be treated differently or more advantageously than a 
railroad worker’s widow and survivors? 

Mr. Sureuips. No; I do not think that they should. However, in 
endeavoring to level up the benefits of social security and those of 
the Railroad Retirement Act, it would be necessary to perform what 
[ consider a major operation upon the whole railroad retirement 
set-up——tax base and everything else. We have not felt that this 
was the time to make any such attempt; that should be done only 
after long and thorough investigation. 

Mr. Wotvertron. I do not want my questions necessarily to 
indicate that I have come to any conclusion, but I am very anxious 
that we have the issue as sharply defined as it is possible to do, and 
I think your statement with such questions as I have asked and such 
answers as you have given does bring out that difference in philosophy 
in very sharp fashion. I do not hesitate, however, to say that so 
far as I am personally concerned I have a very sympathetic attitude 
for not only the pensioner, for whom I have always had that feeling 
which has prompted my interest in this legislation, but I have a very 
keen interest in the widow and the orphans. 

You state that through your organization you have endeavored to 
ascertain from the membership how they feel about these matiers. 
I do not dispute what you say as being what you have ascertained, 
but I can say as a Member of Congress, if my mail would be any 
indication of the feeling of railroad workers, it would be that they are 
also concerned about widows and survivors and that they have a very 
keen interest in something being done for those whom they leave 
behind; and, secondly, from the standpoint that they should not be 
more poorly treated than those who come under social security. 

We have just so much money available in the fund, and everybody 
has agreed that the fund must remain stable, so that this committee 
will be required to exercise its judgment as to which policy or philos- 
ophy it is willing to adopt. 

May I ask, have you had the assistance of technical, actuarial advice 
in the figures that you have presented? I have in mind that your 
bill first called for a 25-percent increase across the board, and then 
subsequently was reduced to 16% percent. Was that because of the 
actuarial advice that you later received? 

Mr. Suieups. Yes, sir; that is because of the advice of Mr. Bronson, 
who is our actuary, and who is present and will give evidence here 
at the convenience of the committee. 

Mr. Wotverton. Do you think that there should be any theory 
of subsidizing any of these benefits in any way? 

Mr. Suievps. That is a subject that I have not given any serious 
consideration to, although something like that might well be explored. 


&5691—51 14 








2904 RAILROAD RETIREMENT AMENDMENTS 


Insofar as our amendments are concerned, we have given no con- 
sideration to that at all. ; 

Mr. Wotverron. It is my opinion that the thought and considera- 
tion that has been given to the legislation providing for the Railroad 
Retirement System has been about as sound as on any other legisla- 
tion that has ever come before the Congress, and this committee 
takes pride, justifiably so I believe, in looking upon itself as really 
being the father of that legislation. We are anxious that the fund 
shall remain stable and the greatest amount of benefit possible be 
paid under it. I take it that all your organizations and every rail- 
road worker recognize that necessity? 

Mr. Suietps. We have realized, Mr. Wolverton, that a decision on 
this one thing we have been discussing would perhaps be one of the 
most difficult decisions that your committee or the Senate committee 
would have to make, because of these differences between the two 
bills in respect to the survivor benefits. 

Mr. McGuire. Mr. Shields, I dabble in insurance myself a little 
bit, and I know when you go out to sell a person a life-insurance 
policy you usually have the wife there to see if she agrees with that 
type of policy and see whether she is being taken care of. Have you 
any idea how popular your stand is with the wives of the members? 

Mr. Surevps. I can only say, sir, that so far we have not received 
a single complaint on the provisions of H. R. 3755. On the contrary, 
I just yesterday received a resolution adopted by a ladies’ committee 
and a committee of men, members of one of the organizations spon- 
soring this amendment, in which they have requested me to join 
with the chief executives of the other operating organizations in 
vigorously supporting H. R. 3755. 

Mr. McGutre. You think most of them are satisfied with your 
viewpoint? 

Mr. Surevps. So far as I know. I have not received a single com- 
plaint against it. 

Mr. McGuire. Do you think they are well informed about it? 
Do you think they know how you stand on it right now? 

Mr. Suietps. I think they do. As a matter of fact, in the last 
issue of our magazine, the Brotherhood of Locomotive Engineers 
magazine, I gave them a brief outline of the bill that we were spon- 
soring. 
te Mr. Dotitver. This difference of opinion between the operating 
and nonoperating brotherhoods is not a new situation; is it, Mr. 
Shields? You do not always see eye to eye in some other fields than 
this field? 

Mr. Surevtps. I think that is true, although to my knowledge | 
think this is about the first time we have had sharp differences of 
opinion respecting amendments to the Railroad Retirement Act that 
seem to exist at this time. 

Mr. Do.utver. I think it is true in the Eightieth Congress there 
was complete agreement among the brotherhoods of both operating 
and nonoperating organizations and the carriers themselves; was 
there not? 

Mr. Sutetps. I think that is correct. I was not here, but I under- 
stand that is substantially correct. 

Mr. Dotutver. To an outsider like myself, the operating brother- 
hoods are the aristocracy of the railway labor unions in the sense that 
they receive the highest pay; is that not true? 
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Mr. Surevps. Well, I think that was correct at one time, although 
the same difference between the basic wage rates does not exist now 
as existed several years ago between the operating and nonoperating 
groups. 

Mr. Do.uiver. You mean the nonoperating men have received 
proportionately higher increases than the operating brotherhoods? 

Mr. Surevps. As of right now, considerably so. As a matter of 
fact—and I do not want to continually refer to our wage situation— 
we have been in here about 7 months now, during which time the 
other people have made some very appreciable gains on that. 

Mr. Douuiver. We are not involved in that controversy, for which 
I personally express some gratitude, but do you have a breakdown or 
can you procure a breakdown of the average pay of the operating 
brotherhoods as contrasted with the average pay of the nonoperating 
brotherhoods? 

Mr. Surevps. I think I can get that for you, Mr. Dolliver. 

Mr. Do.tutver. You do not have it available? 

Mr. Suretps. I do not have it available now, but I think we can 
get that for you. 

Mr. Douutver. I think that can be of interest, Mr. Chairman, in 
the record, if we can show that. 

Mr. Surexps. Mr. O’Brien tells me he is prepared to give you that 
information now. 

Mr. Beckwortn. Without objection, it will be placed in the record. 

(The information referred to was given during the testimony of 
Clifford D. O’Brien and appears on p. 254.) 

Mr. Hesetton. Mr. Shields, I would like to have an opinion from 
vou arising from the suggestion made about a joint committee to 
study the entire question in relation to the railroad retirement and 
social security and your language on page 18 where you said that the 
“Railroad Retirement Act be amended only by changing those clauses 
in the act which govern the amounts of retired employee annuities 
and, if funds be found available, of survivor benefits.”” Now as I 
interpret that and interpret your answers to questions that have 
been asked before, you are not shutting the door entirely on the 
possibility of that amendment? 

Mr. Surexps. No. 

Mr. Hesetron. You are just saying, as you understand the situa- 
tion in regard to the fund, it may not be able to bear the benefits? 

Mr. Suretps. That is right. 

Mr. Hesetton. Have you any thought as to how long an experi- 
ence you would expect would be necessary before you would feel 
safe in making any such recommendation? 

Mr. Surevps. I think that within a year we would have sufficient 
experience, provided in the meantime a really intensive study was 
made of the situation. 

Mr. Hesetron. I notice on page 6 you say the number of operating 
railroad employees was in excess of 300,000. Do you have informa- 
tion as to the number of nonoperating employees? 

Mr. Sutexps. I do not have it before me, but we can get it for 


you. 
Mr. Hesevtron. That will be helpful. 
Mr. Suretps. Yes, sir, we will get that for you. 
(The information referred to was given during the testimony of 
Clifford D. O’Brien and appears on p. 254.) 
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Mr. Bennerr. Mr. Shields, have you given any thought to revising 
the system by which the retirement fund may be invested? 

Mr. Surevps. Frankly, we have not, sir. 

Mr. Bennerr. At the present time you are getting 3 percent from 
Federal certificates of indebtedness or bonds, or whatever you might 
wish to call them? 

Mr. Surevps. That is correct, sir. 

Mr. Bennerr. Now if this fund gets up to $5 billion, which you 
expect it will in years to come, the rate of return on the investment 
becomes a very important factor, does it not? 

Mr. Sureips. Very important. 

Mr. Bennerv. If you get up to $5 billion, if you were getting 5 
percent on your investment instead of 3 percent, you would have 
about $100 million a year additional. Would that not be a fact? 

Mr. Suievps. That is right. 

Mr. Bennerr. That is probably more than the annual cost of the 
program you are now suggesting. 

Mr. Surevps. | think that perhaps is right. 

Mr. Bennervr. If it could go up $50 million for every 1 percent a 
year, do you see any reason why some plan could not be worked out 
to provide authority to put these funds in State or municipal obliga- 
tions that are equally as sound or perhaps sounder in some cases than 
the obligations of the Federal Government? 

Mr. Sutevps. | would see no objection to that provided, as you 
have stated, that they were as sound or perhaps more substantial 
than the investments that we now have. 

Mr. Bennerr. I think it is worth while considering, because when 
you get up into the figures where 2 percent will increase the amount 
available by $100 million a year and the changes you are now suggest- 
ing will cost roughly $80 million a year, as | think Mr. Leighty said, 
it seems to me you are getting in a field where you could well consider 
making this money earn more and using it to increase the’ benefits 
payable. 

Mr. Sarevps. I think that is a very good suggestion and I will 
suggest to my associates that we make a study of that and see what 
cal be developed. 

Mr. Bennerr. Do you have any objection to the provision that is 
in the other bill which transfers the retired worker’s Social Security 
under the 10-year limit? 

Mr. Suretps. My objection to that in the main is that we are 
somewhat apprehensive that that might be a step in the direction of 
merging us with the social security. Now what real basis in fact there 
is for that apprehension | cannot say, but generally I think that is our 
position. 

Mr. Bennetrr. What possible harm can that do to your people? 

Mr. Sarevps. It would depend on whether or not the merger with 
the social security system would carry with it all of the benefits that 
we now have under the Railroad Retirement Act. If that could be 
accomplished and with similar tax rates, why certainly no one could 
have any objection to that, but 1 would want to first know as a result 
of a rather exhaustive study whether or not that would be possible. 

Mr. Bennerr. Where one of your people today retires after 10 
vears of service or by reason of death, let us say, somebody becomes 
entitled to benefits under the Railroad Retirement Act, where those 
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benefits are definitely less than the benefits the individual or his 
survivors could obtain under the Social Security Act, what have your 
people to lose by such a provision? 

Mr. Sutetps. In that particular circumstance there would be 
nothing that we could lose. On the other hand, as I have already 
stated, if we could be sure that all of the benefits that we now enjoy 
under the Railroad Retirement Act would be available to us under 
the merger with social security, then certainly no one could have any 
objection provided the tax rate remained about the same or at least 
no higher. 

Mr. Bennett. There could not be any harm in the particular case 
I have mentioned, could there? 

Mr. Surevps. No, at the moment I could not see any there. 

Mr. Bennetr. Well, if there is no harm in it, why not put it in the 
amendment? 

Mr. Suretps. Well, to put it in the amendment would necessarily, 
as I see it right now, perhaps entail a long detail in making the neces- 
sarv exploration, the possibilities in setting up all the machinery that 
will be necessary for the merger and due to the urgency, as we see it, 
to get immediate relief for the annuitants, while we have not given 
it any consideration, now I would say I would be afraid that imme- 
diate relief or relief in this Congress could not be accomplished. 

Mr. Bennett. I cannot see why you should object or why any 
railroad worker or any representative of railroad workers would 
object to being made eligible to be a beneficiary under a program that 
will give him more benefits than you are able to give him. 

Mr. Suretps. We certainly could not, and I do not understand 
that we would, provided we were assured as a result of that merger 
that situation would exist. 

Mr. Bennerr. What are your fears? I am not sure I follow you 
in that respect. What are vour fears specifically about getting vour 
people under social security where it will be definitely to their 
advantage? 

Mr. Surevps. For one thing, the only way that we could view a 
possible merger of the Railroad Retirement Act with social security 
is on the basis of what social security now has. Now it is true that 
in some instances the benefits are perhaps greater than under the 
Railroad Retirement Act. In another instance they are not. There 
are no disability provisions in the Social Security Act. As I have 
indicated in my statement, a large percentage of the retired operating 
emploves come under the disability feature of the act. There is no 
such provision in social security. 

Now again I would say with the assurance that all of the benefits 
that we now enjoy under the Railroad Retirement Act could be made 
possible under a merger with social security, then I can think of no 
reason now why we should object to it, but our ebjection and to the 
extent we have voiced objection is because of the lack of definite 
assurance that a merger, if one were to be made, could be effectuated 
in that manner and with that protection for ourselves. 

Mr. Hesetron. On that question of the length of time, if I under- 
stand H. R. 3755 correctly, vou used a period of 5 years as a mini- 
mum, do vou not? 

Mr. Suretps. Yes. 
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Mr. Hese.ron. Whereas the other bill proposes 10 years? 

Mr. Suretps. That is right. 

Mr. Hesetron. Is there any reason why you select 5 as against 
the 10? 

Mr. Surevps. I suppose that that is on the basis of our thinking of 
the time that would be required. I do not know that there is any hard 
and fast rule, but I just understand that our thinking was that it 
would require about that much time to do it. 

Mr. Hesetron. Is it a fact that in the operating brotherhoods as 
distinguished from nonoperating brotherhoods the record is of more 
permanent employment with a given railroad, that is, that they start 
and stay in large measure? 

Mr. Surevtps. That is right. 

Mr. Hesevron. Whereas there is a bigger turn-over in nonoperating 
employees? 

Mr. Surextps. That is true. Ordinarily the employees in the 
operating group are long-term employees, they are not seasonal em- 
ployees except to the extent that that is involved, and the younger 
men as they come into service and perhaps because of seasonal busi- 
ness, are in and out for a while, but our experience is that ordinarily 
men who start in the railroad service under what is termed the operat- 
ing group are long-term employees. They choose that as a lifelong 
vocation and because of the seniority system and other attributes of 
service the job usually becomes better as you increase your seniority. 
It becomes more attractive. So there is an incentive to stay in order 
to better your condition, get a better choice of runs, which in many 
instances govern your income, and that does not prevail to the same 
extent in the nonoperating groups, as I understand it. 

Mr. Heseuron. So I would think, offhand, that would tend to make 
the minimum period of rather limited importance as far as the operat- 
ing brotherhoods are concerned. I am wondering just how much 
emphasis | you place on the time element for the committee’s considera- 
tion. Do you think that 5 years is a vital feature or are you 
perfectly willing to have it 10 years? 

Mr. Surevps. I do not know that we have any objection to that. 
We have figured the 5 years is a safe period and should provide us a 
sufficient amount of experience on which to make a decision. 

Mr. Bennerr. Under the present law if a survivor or a beneficiary 
under the Railroad Retirement Act is also eligible under social security 
and can obtain more benefits under social security, if the employee was 
employed immediately prior to his death in the railroad industry, his 
survivors have to take smaller benefits under the Railroad Retirement 
Act? 

Mr. Surevps. That is right. 

Mr. Bennerr. Does your bill change that? 

Mr. Surexps. Not at all. The only change that our bill makes 
in the present system is to increase the amount of annuity to the 
retired employee. 

Mr. Bennett. Do you not think that the situation is a hardship 
one and ought to be changed? 

Mr. Surevps. Well, it is just one of the many things that we would 
like to change in the Railroad Retirement Act but because, as I have 
said before, of the limited amount of funds that we understand are 
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available in the system, we felt that the most important thing to do 
was to increase the annuities to the retired employees. 

Mr. Bennerr. Yes, but this is not going to cost the railroad re- 
tirement fund a dime; in fact, it is going to relieve it, because it would 
permit the widow to take benefits under the Social Security Act, 
relieve the retirement board of its obligation to pay the benefits. 
Where is that going to increase your cost? 

Mr. Surevps. Perhaps that would not. Ihave not made a thorough 
study of that. I do not know what is involved. 

Mr. Bennett. I would like to have your views on that. I know 
that is a serious situation. I know of a case of a widow who has two 
children, who is suffering substantial hardship because of the dif- 
ferential in the pension she is required to take under the Railroad 
Retirement Act and what she would be able to get under the Social 
Security Act because her husband was eligible under both systems. 
If vou object to changing the law on that point, I certainly would like 
to have your reasons for it. 

Mr. Surevps. I do not know right at the moment that there would 
be any objection there, provided it could be done without doing harm 
to the retirement system. Of course, on the other hand, there would 
have to be some adjustment made between railroad retirement and 
social security. I have never gone into that to find out just what 
would be necessary to do that. 

Mr. Bennerr. I do not agree, not in this kind of case. This case 
is where the deceased employee had established eligibility under the 
Social Security Act as well as under the Railroad Retirement Act. 
Now the only question is: Shall his dependents be entitled to make an 
election as to which system they shall come under? Under the present 
law there is no election. The widow and the survivors must take the 
Retirement Act. It is not at all the situation vou are discussing. 
It does not involve, as I see it, it does not affect the retirement fund 
at all except in a helpful way. It relieves the retirement fund of the 
responsibility to take care of a person who is also eligible under the 
other act. 

Mr. Surevips. Well, if that can be done, as I have stated, without 
doing damage to the Railroad Retirement Act, I do not know why I 
could have any objections to it. In our amendment to the act we did 
not give any consideration to that feature but only to the one feature, 
you see. That is something that I have not given any consideration 
to prior to the time you raised the question. 

Mr. Bennett. | have just one other question. As I understand it, 
one of the prime reasons for increasing these annuities is to give the 
person who is receiving it a little extra compensation to offset the 
inflation that has been going on the last year or so. 

Mr. Suievps. That is right. 

Mr. Bennett. In other words, to give him additional purchasing 
power. Now in this kind of economy the cost of living falls equally as 
hard on the survivor as it does on the annuitant. If we are going on 
that basis, if we are going on the basis of helping to offset this inflation, 
then why should it not apply across the board to survivors as well as 
annuitants? 

Mr. Suieips. The only answer I could make to you, Mr. Bennett, 
is the one I made to Mr. Wolverton, that it is our opinion, on the basis 
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of what we understand are the funds available in the system, that to 
do that would necessitate spreading the benefits so thinly that they 
would be of little value to the recipients. If forced to make a choice 
it was our opinion it would be better to give the benefit to the retired 
employee in such an amount as might assist him somewhat rathe: 
than to spread it so thinly that it would be of little or no benefit to 
either the survivor or the annuitant. 

Mr. Bennerr. As I understand it, this other bill would give 
substantial increase to survivors, vet if the facts that have been given 
us are correct, the across the board increase to the fund would be less 
than the 16 percent which you suggested. 

Mr. Surevps. I understand that they intend to take care of that 
to some extent by this additional taxable payroll in excess of $300 
and up to $400 per month. To what extent that will suffice I do not 
know, but certainly if the figures that we have from our actuary and 
the actuaries of the Board are correct, then in order to provide any 
additional benefits you have to get the money from some place. So 
the only place that I know of that H. R. 3669 provides to get these 
additional funds from is the additional tax on this income or wages 
above $300. Now if that provides it, why that is one way of accom- 
plishing it. 

Mr. Bennett. How much additional income will be produced by 
taxing the extra $100? 

Mr. Suievps. I could not tell you. I do not have those figures. 
I think perhaps Mr. Bronson and Mr. O’Brien will have those figures, 
but I do not have them available for me. 

Mr. Hate. There are one or two questions I want to ask you. In 


the first place, your statement lists four groups whom you represent. 
Are those the only brotherhoods that are supporting this particular 
bill? 

Mr. Surevps. That is correct, sir. 

Mr. Harr. The others all favor H. R. 3669? 

Mr. Surexps. I think there is one other operating group and I think 


all of the other nonoperating groups are supporting H. R. 3669. 

Mr. Haute. In your understanding is the general concept and 
philosophy of social security the same with respect to nonrailroad 
employees as the philosophy of the Railroad Retirement Act with 
respect to railroad employees? Do you see what I mean by that? 

Mr. Sutetps. Will you restate that question? 

Mr. Hauer. As far as operating employees go, the principle of social 
security is an over-all coverage of all phases of disability and retire- 
ment; is that not right? 

Mr. SHieups. Social security does not do anything for disability. 
Social security provides no benefits for disability. 

Mr. Hauer. It is all old-age retirement and benefits to survivors? 

Mr. Sureips. That is right. 

Mr. Hare. And the general scheme of the Railroad Retirement Act 
is the same with respect to railroad employees? 

Mr. Suteips. Except for the additional disability feature. 

Mr. Douutver. That is in the Railroad Retirement Act? 

Mr. Sutextps. That is right, that is in the Railroad Retirement Act 

Mr. Hauer. The disability feature in the Railroad Retirement Act? 

Mr. Suretps. That is right. That does not appear in social 
security. 
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Mr. Hate. Historically, was it the disability feature that gave rise 
to the enactment of the Railroad Retirement Act? 

Mr. Suareips. Was it the disability feature? 

Mr. Hate. Yes. 

Mr. Sutevps. No; I do not understand that was the only thing. I 
think that was a secondary matter, as I recall the evolution of the act. 

Mr. Hese.tron. Have you any objection to the provision in the 
other bill to provide, as I understand it, that annuitants can earn up 
to $50 over and above his annuity without being ineligible? 

Mr. Suteips. I would not say that we have any objection. I would 
say we did not take that into account when we drafted our amendments. 

‘Mr Wo tverton. Will you yield there for a question? 

Mr. Hate. Yes. 

Mr. Wotverton. With reference to the same subject matter that 
Mr. Heselton has just mentioned there comes to my mind a situation 
that seems to me may not have been contemplated in the drawing of 
that $50 limitation. For instance, we are well aware of the fact that 
ate is nothing compulsory that requires an operating employee or 
nonoperating employee to retire at 65, and they can go on working; 
but there are certain classes of employees of the appointive class 
under which the rules of the company require them to cease work at 
65; and to limit those individuals to $50 seems to me to be doing an 
injustice as compared to the opportunity that other employees rep- 
resented by brotherhoods in this instance have of continuing their 
work beyond the age of 65, so that when you come to appointive 
employees of companies whose rules require compulsory cessation of 
work at 65 they are at a great disadvantage when they cannot make 
$50 without losing their pe nsion. 

Mr. Surevps. | think that is correct, sir. 

Mr. Cartyie. Mr. Shields, I have followed your statement with 
considerable interest because you have made a lot of helpful state- 
ments. You do not purport, however, to speak the sentiments of any 
particular group other than the brotherhoods that you represent, do 
you? 

Mr. Suretps. That is right, the four operating brotherhoods. 

Mr. Cartyte. You take it as a matter of course that the other 
groups or brotherhoods will present their views in accordance with 
their own ideas? 

Mr. Sutetps. That is right. 

Mr. Cartyie. Now did you express any thought relative to the 
feature of this bill that provides for 10 years of employment? 

Mr. Suietps. No. That is not a part of our bill. 

Mr. Carutye. I am just a little interested in the statement which 
you made in answer to Mr. McGuire’s question relative to the widow 
and dependents, because you know that experience teaches us the 
widow is always interested in her welfare and that of her dependents 
when the salary is discontinued. I wonder if those widows have had 
an opportunity to know that these hearings are in progress. 

Mr. Suretps. I cannot say about that exc ept as I have already 
stated here in answer to a question from one of the committee mem- 
bers, that I have published through our magazine a brief outline of 
what is in our amendments. I do not recall, in fact I am reasonably 
sure I have not indicated the date, but I think, knowing how news 
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travels in railroad circles, that perhaps practically everyone interested 
is well aware of the fact that hearings are in progress. 

Mr. Cartyte. I think you will agree with me, though, that it is a 
little surprising to you as well as to the members of the committee 
that they have not been heard from before this time. Do you think so? 

Mr. Sureups. I do not know that I think that is too surprising. | 
think that the average railroad man has a pretty clear conception of 
the benefits under the Railroad Retirement Act, he has a pretty good 
idea or at least an approximate idea of the cost of benefits. He has 
some idea of the funds that are available in the system to provide 
benefits. It has been my personal experience that most of the peopl 
that I come in contact with in my own group are pretty definitely 
opposed to any increase in taxes. 

Mr. McGurre. Mr. Shields, first of all, I want you to know that 
we think all railroad people are very fortunate in having the fine 
people that you have here to represent you. I think vou have a lot 
of class and it has been a treat to listen to you. I think this is one of 
the most interesting hearings we have had this year. I think vou 
ought to know that if all the labor people would come in united, that 
would make it easier for this committee. I have been in politics 
since 1933. I have been State chairman, I have met a lot of people, 
and you could not find more sympathetic people than you have on this 
committee. Would it not be a good idea if you could send a letter 
to every one of your members asking them to discuss these two bills 
with their wives and see which one of these bills they would like— 
which one the widow would like, and then let us have the results of 
this poll? This committee is so sympathetic right now to retirement 
legislation that I would not want to see anything happen to change its 
attitude. We want to come up with the best legislation that we can. 

Mr. Surevps. To the extent that is possible, Mr. McGuire, I shall 
be glad to comply with your suggestion. I might say that I have 
already informed our people of the contents of our bill and have asked 
them to get in touch with their Congressmen and urge support of the 
bill. To the extent that it is possible, I shall be glad to comply with 
your request. 

One other thing in connection with what you have said about re- 
gretting that the railroad employees were not all in accord on one 
amendment. I regret that as much as you do, and I will savy for my 
part and on behalf of my associates sponsoring H. R. 3755, that | 
believe we exercised diligent efforts with the proponents of H. R. 3669 
and endeavored to reconcile our differences of opinion. As a matter of 
fact, at one time before we reduced our proposition, before we found 
it impossible to reconcile our views with the nonoperating group, we 
had a lot of so-called fringes, too, but after we had talked with mem- 
bers of the Board, got a little bit clearer conception of just what funds 
were available and in our own way analyzed the whole situation, we 
came to the conclusion that it would be the best at this time to confine 
our efforts to straight across-the-board increase for annuitants and 
survivors benefits. We found then that the funds would not support 
that. We reduced our proposition to what is now before you in 
H. R. 3755. 

We feel just as keenly about the plight that the widows of retired 
deceased employees find themselves in as I am sure do the members 
of this committee, but I could only repeat what I have said so often 
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here, that on the basis of the information furnished us it seemed quite 
obvious that in order to provide equal benefits, that we would spread 
the benefits so thinly that they would be of little or no real benefit to 
anyone, and on the basis of the actuarial reports—and upon them we 
must depend in determining just what benefits can be given to these 
people—we thought it better at this time to endeavor to get as much 
as we could, as much as the system would stand for the retired em- 
ployee and try another day to take care of the survivor benefits. 

I might say that our organization recognizes the plight of the 
widows of our deceased members, and to the extent that I have already 
indicated we do everything we can. That is charity and that is purely 
charity, and I do not like the word or anything like that, but it is a 
benefit to the widows of deceased members and we do the best we can. 
That costs us thousands of dollars every month to do it. We do that 
out of the funds of our organization. 

Now certainly neither my associates nor I can be charged with 
any lack of consideration for the plight that the widows of deceased 
railroad employees may find themselves in. If we have erred in our 
judgment of how the money should be spent, then we will have to be 
responsible for that, but we have taken the course that we thought 
best suited to get some increases that would really do the retired 
employees some good. 

Again I would say that we thought if we attempted to spread it out 
that it would be so thin it would not be of any real benefit to either 
the survivor or the annuitant. 

Mr. Wotverron. I have just a question or two, Mr. Shields. 
Several times during your original statement and subsequently in 
answer to questions you have used the phrase “at this time.’’ Does 
that indicate that there will be a time when you feel that something 
should be done for widows and survivors? And, if so, if the 16% 
percent increase which you are informed by your actuaries could be 
made in pensions and which I assume would use up whatever there 
is of this so-called pie, how would you get at this time or any other 
time benefits for a widow and the survivors without increasing the 
tax or providing a subsidy of some kind? Do you approve of increas- 
ing the tax? 

Mr. Suretps. At the moment, no. But in answer to your direct 
question, I would say that about the best that we could do would 
be to profit by our experience so far, which is that in 1948 we got a 
20-percent increase for everyone clear across. 
rm At that time I was not present in the hearings, but I understand 
there was some apprehension expressed from some quarters that the 
system would not stand that. 
¥. Our experience over the years has proven that it will. On the 
best advice that we can get from actuaries it will now stand something 
like 14 or 15 percent. 

So, on the basis of that experience we can, I think, reasonably 
assume that within the immediate future we may find as a result of 
the operation of this amendment that there will be a sufficient amount 
to do something more for the widows. 

If not, and the situation remains as it is so far as the economic 
situation, the cost of living, is concerned, then I think under those 
circumstances that the people I represent would give serious considera- 
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tion to increasing the tax in some way to provide more income for the 
fund in order to meet that very worthy cause. 

Mr. Wotverton. I am not very much encouraged with the idea 
that they will increase the tax when they are objecting to the present 
bill which would increase the tax on 100 dollars. Now, they are 
opposed to that, in principle. 

Mr. Sureips. At this time we are. 

Mr. Wotvertron. You see, we are emphasizing again “at this 
time.”’ 

As I take it, then, you feel that your bill provides all that would 
be possible under the present condition of the fund? 

Mr. Surevps. On the basis of the information we have received 
from actuaries we feel that ts all there is. 

Mr. Wotverton. The proponents of H. R. 3669 present a program 
which they say comes within the actuarial advice that they have 
received, and that bill does make some provisions for widows and 
survivors. 

Now in both instances each of you are proposing plans to this 
committee that take advantage of the availability of funds you 
assume exists to do one or the other of two things. 

Now, then, if you are going to add to your plan at some future 
time the benefits that H. R. 3669 provides at the present time for 
widows and for survivors, it would seem in your opinion there will 
have to be a considerable change in the fund, or increased revenue 
by taxes or by some system of subsidy? 

Now, I do not take it that you would approve of subsidy. Further- 
more, you are of opinion the tax should not be increased, because 
fundamentally the organizations that have come before this com- 
mittee have emphasized the fact—they are inclined to think that the 
present tax rate is an agreement with the railroads. In other words 
there should not be any increase in taxes above that provided in the 
present existing act because it represents an agreement that was 
entered into between the brotherhoods and the carriers. 

Thus, it seems it would have to be either a Federal subsidy or 
increased taxes. 

Are you in a position to state whether vour organization would be 
willing to increase taxes in order that the widows might have some 
additional help, or would you prefer that it be left to some future 
time, or that they should have it even though it required a Federal 
subsidy? 

Mr. Surexps. I can only say, Mr. Wolverton, that we are opposed 
to an increase in taxes at this time. As to when the time might come 
when we might feel that increased taxes would be justifiable, I could 
not definitely say. 

In connection with the comparisons of the benefits of the two bills 
that you remarked about, I will say that as I understand H. R. 3669, 
they hope to defray some of the expenses of survivor benefits through 
this increased amount of taxable income, not changing the tax rate, but 
taxing income up to $400. 

How much that will provide, I do not know. Whether or not that 
will pay the bill, I don’t know, but that I understand is the theory 
of the proponents of H. R. 3669. 

Mr. Wotverton. Now what have you to say about the necessity 
of a subsidy or its advisability? 
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Mr. Surexps. | have not given that any serious consideration. 

Mr. Wotverrton. I do not think as a matter of fact it has ever 
been considered by any of the organizations. 

Mr. Suretps. | do not think it has. 

Mr. Wotvertou. That is my opinion. 

So it resolves itself back to the point of doing what vou feel should 
be done at some time, not this time, that would require additional 
taxes. 

Mr. Surievps. I think perhaps that is right. That is the only 
solution I can see at the moment. 

Mr. Douurver. Under the present law there is an upper maximum 
limit for an annuitant, is there not, a man who is retired? 

Mr. Suietps. The maximum annuity is now $144. The maximum 
amount of taxable salary is $300. 

Mr. Douutver. Is the maximum of $144 also the minimum? 

Mr. Sure.ps. No. 

Mr. Do.tuitver. What is the minimum amount? 

Mr. Surevps. I cannot say right at the moment. I think I men- 
tioned it here, but I do not have the figures in my head. It is con- 
siderably below $144. 

Mr. Do.utver. There is a variation anyway, and upon what does 
that variation depend? The amount of salary the man receives or 
the length of the time he served? 

Mr. Suretps. Both. 

Mr. Do.utver. It is a formula under the law? 

Mr. Suietps. That is right. 

Mr. Douuiver. There is no possibility under the present law of a 
man making or receiving from the retirement more than $144 a month? 

Mr. Sureips. No; not at the present time. 

Mr. Doutuiver. He can earn outside of that a maximum of $50 
a month before his annuity would be cut off? 

Mr. Sureips. That is right. 

Mr. Dottitver. So the maximum he would be allowed to earn and 
get from, the annuity would be $194? 

Mr. Surevps. That is right. 

Mr. Bennett. Is that $50 provision in the present law? 

Mr. Surexps. I believe it is $25. 

Mr. Bennett. I understood that an annuitant could not be em- 
ployed in any other employment to be eligible for retirement under 
the present law. 

Mr. Suieips. Not in the railroad industry. 

Mr. Leigury. Under the present law an annuitant under the 
Railroad Retirement Act cannot work for any carrier under the act 
or employer under the act, or for the last emplover by whom he was 
employed at the time of his retirement. 

There is, however, no limit on the amount that he can earn in 
outside industry or in any governmental position. 

Mr. Douutver. That is exactly, Mr. Leighty, what I wanted to 
clear up. I thank you. 

Mr. Bennett. I have one other thing. I am just looking at the 
statement filed with the committee by the Railroad Retirement 
Board in which it appears that the railroad retirement fund is not 
doing too well as compared with the rate of return that is paid by the 
Government on other pension funds. 
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Here is the Alaska Railroad retirement fund getting 4 percent from 
the Federal Government; the Canal Zone retirement fund getting 4 
percent; the civil-service fund getting 4 percent, and the Foreign 
Service retirement fund getting 4 percent. 

So you fellows getting 3 percent from the Government as it stands 
now are getting 1 percent less than a number of other major pension 
funds. 

Are you aware of that situation? 

Mr. Sureips. No, | was not. I have not made an investigation, 
but that is something that is well worth investigating all right in con- 
nection with your previous suggestion with respect to interest earned 
on investment. 

Mr. Curnoweru. Mr. Shields, are we not dealing with two 
different subjects now? 

You are taking the attitude that-you want to provide an increase 
in the benefits immediately, that the fund will stand that, the retired 
employees need it, and it is a matter of urgency that we do that. 

Mr. Suretps. That is right. 

Mr. Cuenowetn. The other group, as I understand it, want to go 
in a rather wholesale operation on the whole Railroad Retirement 
Act particularly as it relates to survivors and increase their benefits. 

Your groups contend that cannot be done with safety to the 
fund. Is that statement correct? 

Mr. Suretps. That is a correct statement. 

Mr. Cuenowetn. Could not an agreement be reached? Your bill 
is only six pages. Could not an agreement be reached for some 
immediate action on increasing these benefits now? 

These men need these increases; there is no question about it. 
Everyone agrees on that. Why not go ahead and do it and take 
more time in working out some of these other details? 

Mr. Suretps. As I have already stated, we made an honest endeavor 
todo that. Just prior to the time we submitted our bills to the House 
and Senate we had reached the conclusion it was not possible to recon- 
cile our differences of opinion. 

However, the people | am speaking for are perfectly willing to talk 
to the other group and see what can be done about it. 

Mr. CuenowetH. You recommend 16% percent increase, and the 
other group recommends 14 percent. You are not very far apart on 
the amount. 

Mr. Suretps. Not very far. 

Mr. Cuenowern. You might compromise on 15 percent. It ap- 
pears to me that this is a matter of importance and we should legislat« 
on it. 

If any increase is necessary and the fund will stand it, I want to see 
the retired employee get it now. I do not want to see us spending 
several months debating this. 

The money is there; it is their money; they have paid it in; it be- 
longs to them. Why should we hesitate to give it back to them? 

Mr. Suaretps. That is our feeling, Mr. Chenoweth. 

Mr. Cuenowertu. | am not familiar with the controversy that has 
gone on between your different groups. I want to approach it with 
an open mind, It just appears to me you are dealing with two en- 
tirely different subjects. 
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One is a matter of considerable involvement going into survivor 
benefits. In 1946 I believe Congress did go quite a long way in bring- 
ing survivors in for the first time. 

Mr. Sxuieutps. That is right. 

Mr. CHEeNowerTH. Survivors were not contemplated in the original 
act, were they? 

Mr. Suretps. No. 

Mr. Cuenowetu. Now, we made that first step in 1946. This 
other bill would contemplate a long step. Your groups do not feel 
that could be accomplished with the present amount in the fund? 

Mr. Surevps. That is right, 

Mr. Cuenowetu. What is your view and attitude toward reducing 
the minimum age to 60? Has there been much discussion on that in 
your organization? 

Mr. Sutetps. No; I cannot say there has been. 

Mr. Cuenowetu. There is some sentiment for that, is there not? 

Mr. Suievps. | have heard that. 

Mr. Cuenowertn. Among some of the younger railroad employees? 

Mr. Suievps. I think, generally speaking, it comes from the younger 
group. 

Mr. CHenowetu. Would you say the older group would prefer to 
leave as it is and that some of the younger men think 60 is desirable? 

Mr. Suretps. I think that is a fair statement. 

Mr. CuenowerH. But you are not recommending any change; is 
that it? 

Mr. Saietps. No. 

Mr. Cuenowetun. Why do you put in this $50 limitation? 

Mr. Suieitps. We do not put in any $50 limitation. It is in H. R. 
3669. 

Mr. Cuenoweru. Under section 4 of your bill, starting at the 
bottom of page 2, it says: 
will have rendered service for wages in excess of $50. 

I cannot tell by reading this bill just what it refers to. 

Mr. Sutevps. As I understand it, that is in connection with wages 
earned after the employee goes on an annuity. 

Mr. Cuenowern. In other words, if he earns over $50 he is deprived 
of his annuity? 

Mr. Suieitps. No; I am not too clear on that, frankly. 

Mr. Cuenowern. Your counsel probably will be able to clear 
that up in part. 

Mr. Suieips. Yes. 

Mr. Cuenowetu. Are you advocating th: at there be a limit on the 
amount that a man can earn after retirement? 

Mr. Suretps. No; we do not propose any changes in the act except 
to increase the benefit for annuitants. 

Mr. O’Brien. Mr. Chenoweth, my name is O’Brien. I am counsel 
for the organization. The problem you have reference to has to do 
with the amount that may be earned by a retired employee. 

In the original bill H. R. 3755, it was proposed to increase that from 
$25 to $50 a month. 

Mr. Cuenowetu. You are going to raise that to $50? 

Mr. O’Brien. That is right. 
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Mr. Cuenowernu. Do you think that it is desirable to have some 
limitation on the amount the survivor can earn? What is your theory 
on that? The railroad employees are paid for this. There might be 
cases where he might pass away | month after he received his annuity. 

Mr. Surevps. The lesser amovnt has been in the original act and 
we want it to liberalize to the extent of $25. 

Mr. Cuenoweru. | agree with vou that far. 

Mr. Sarevps. That is about as far as our thinking has gone on that. 

We did not want to make too many changes. 

Mr. Cuenowertu. Were you here this morning when I questioned 
Mr. Schoene on the dissatisfaction among the older retired employees? 

Mr. Suaietps. That is right. 

Mr. Cuenowers. Have you run into that complaint? Do they 
feel there is discrimination because they retired before 1946, before 
survivors were brought in, and they elected to accept the smaller 
annuity in order to protect the survivor? 

Now the Congress comes along and gives the survivor the benefit. 
They feel they are discriminated against. They feel an inequity 
exists. 

Mr. Sureips. I have heard some complaints on that. 

Mr. Cuenowetu. Do you not think we should try to remedy that? 

Mr. Sutevps. I think it would be worth while, although, as I say, 
we had originally I think contemplated something like that, but be- 
cause of what we understood was in the fund we just eliminated all of 
these so-called fringe benefits and concentrated on an increase for the 
emplovee annuitant. 

Mr. Wotverron. I have one further question, Mr. Shields. 

The thought keeps arising in my mind that if the retired employee 
has bought his retirement by the taxes that he has paid, why should 
there be any limitation on what he makes after he has left employment 
and gone into a state of retirement? 

In other words, if you buy an annuity, when you come to the age 
where you are entitled to receive that annuity, there is no restriction 
on whether you earn anything in addition to it, or not, so that if an 
employee has bought his annuity by the taxes he has paid, it seems to 
me that there is a great deal to be said in favor of his being a free agent 
without limitation thereafter when he leaves the railroad industry. 

Mr. Surexips. Personally, I am inclined to agree with you. I think 
that is a restriction all right. 

The CHarrMan. Are there any other questions? 

If not, the committee will stand adjourned until 10 o’clock Monday 
morning. 

(Thereupon, at 4:55 p. m., the hearing recessed, to reconvene at 10 
a. m., Monday, May 21, 1951). 
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MONDAY, MAY 21, 1951 


Hovse or REPRESENTATIVES, 
CoMMITTEE ON INTERSTATE AND ForEIGN COMMERCE, 
Washington, D. C. 


The committee met, pursuant to adjournment, at 10 a. m., in room 
1334, New House Office Building, Hon. Robert Crosser (chairman) 
presiding. 

The CuairmMan. The committee will please be in order. Before 
hearing our first witness this morning, I should like to ask that a 
letter dated May 18, 1951, from Congressman Fred Marshall, which 
is in support of the general principle, be made a part of the record. 

(The letter referred to follows:) 


CONGRESS OF THE UNITED STATEs, 
House or REPRESENTATIVES, 
Washington, D. C., May 18, 1951. 
Hon. Rorert Crosser, 
Chairman, Interstate and Foreign Commerce Committee, 
House of Representatives, Washington 25, D. C. 

Dear Mr. CHarRMAN: I am aware of the great number of witnesses appear- 
ing before your committee with regard to the proposed amendments to expand 
and improve benefits under the Railroad Retirement Act but would like to add 
my support to this effort. 

The need for such legislation has become increasingly important in the past 
several years. Railroad workers throughout my district have been almost unan- 
imous in urging early action to improve the annuities and pensions paid to retired 
workers and their survivors. 

Particularly since the Social Security Act has been amended to reflect the in- 
creased cost of living, similar action on the Railroad Retirement Act ought to be 
taken by this Congress at the earliest possible date. It is heartening to know 
that this legislation has the support of over 18 railroad-labor organizations, 
representing three-fourths of all railroad employees. 

The record low administrative costs of the railroad retirement system are in- 
dicative of the financial strength of this program and it appears that the present 
high tax rate on employees wiil make possible improvements in benefits without 
harm to the ultimate success of the plan. I believe this was adequately demon- 
strated in the able testimony of Mr. G. E. Leighty, speaking as chairman of the 
Railway Labor Executives’ Association, as well as the recent statement of the 
Railroad Retirement Board. 

I am pleased to note that the sorely needed improvements in benefits for 
widows and children are being given special attention. We are confident that 
the many serious problems involved will be earnestly resolved in the best in- 
terests of railroad workers. I know that you and the members of your com- 
mittee are anxious to speed action on this worth-while legislation and wish to 
assure you of my continued interest and cooperation. With kindest personal 
regards, I remain 

Sincerely yours, 
FreED MARSHALL, 
Member of Congress. 


The Cuatrman. The first witness this morning will be Dorrance C. 
Bronson, who will please take the witness stand. 
219 
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STATEMENT OF DORRANCE C. BRONSON, ACTUARY, THE WYATT 
CO., WASHINGTON, D. C. 


Mr. Bronson. Mr. Chairman and gentlemen of the committee, my 
name is Dorrance C. Bronson. I am an actuary of the consulting 
firm of the Wyatt Co., which has offices here in Washington, Chicago, 
New York, Cleveland, and Detroit. I am a fellow of the Society of 
Actuaries and have been in pension work for 20 or 25 years. Pre- 
viously I was with the Travelers Insurance Co. and later assistant 
actuary to the Social Security Board. Now I am in private consulting 
work. 

I should like to apologize to the committee for the lack of time to 
prepare a completely revamped duplicating copy of what I am going 
to follow this morning, but I believe Mr. O’Brien did have sufficient 
copies to use as a guide. This is left over from the Senate hearings 
I am going to edit that a little bit and skip over some of the contents. 
But what I have may be useful as a guide. 

The operating brotherhoods recently engaged our actuarial consult- 
ing firm to examine the benefits and costs relative to this bill H. R. 
3755. As you know, this bill contains simple and straightforward 
amendments, easily understood and obvious in purpose. It proposes 
a 25-percent increase in benefits “across the board.” In only a few 
minor instances does it vary from the 25-percent figure. It is our 
understanding that the bill only enunciates the principle which the 
operating brotherhoods propose; that is to say, the 25-percent figure 
may be reduced and modified if the existing tax structure under the act 
would not support the full 25-percent increase. 

We were given the assignment of examining this matter with two 
instructions: One, that if, in our opinion, a 25-percent increase was 
not within reasonable reach of the present tax structure, then what 
increase could reasonably be supported? Second, the soundness of 
the amended plan, relative to the degree of soundness of the present 
act, should not be diminished. 

Also, we are not unmindful of the following opinion expressed in the 
Actuarial Advisory Committee’s statement of December 23, 1949. 
That is the committee which studies the Railroad Retirement 
Board’s triennial valuations. The committee said: 

Nevertheless, increased benefits for past service cannot be added indefinitels 
simply by capitalizing them as an additional accrued liability without weakening 
the financiai structure of the retirement system and without an increasing prob- 
ability that it will not in fact prove self-supporting. 

It is obvious from the necessary length of time required for studies 
of this sort that a completely rigorous analysis from the ground up was 
an impossibility under the circumstances. Our approach, perforce, 
was to undertake as much research as time allowed, particularly an 
examination of the fourth triennial actuarial valuations which have 
been accorded the law thus far. Attention was focused on the assump- 
tions which have entered into the level cost concept for the system, on 
which “level cost’’ basis its costs have traditionally been expressed 
These costs have been expressed as 10.80 percent of payroll for the 
December 31, 1938, valuation; 10.21 percent as of December 31, 1941; 
9 percent at December 31, 1944; and, following the broadened benefits 
and increased taxes of 1946 and taking account of the 20-percent 
increase of 1948, a figure of 12.72 percent at December 31, 1947 
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The Board is now quoting, in 1951, a figure of 12.18 percent. That 
is on a $5.2 billion payroll basis. 

The structure of taxes and funding under the Railroad Retirement 
Act could be most effectively described by the Board’s actuaries. I 
understand, however, that they have not yet appeared before your 
committee and hence Mr. O’Brien suggested that I insert a brief 
description at this point. Rather than do this in my own language, I 
believe it better to give you an excerpt from the December 23, 1949, 
statement from the Actuarial Advisory Committee under the act. 

So, with only a little editing for convenience, 1 have drawn the 
description I will now give from that statement. 

In effect, the required percentage of payroll cost includes (1) the 
normal rate, that is, the average rate required for future entrants 
only; (2) interest only on the excess of the present value of benefits 
for present employees and annuitants over (a) the fund on hand, (b) 
the present value of taxes at the normal rate with respect to such 
employees, and (c) an allowance for administrative expenses. Those 
are the components that enter into the level annual cost expression. 

The total required rate as a percentage of taxable payroll was made 
up as follows in the fourth valuation as of December 31, 1947. The 
normal rate for future entrants was 7.872 percent of taxable payroll. 
The interest only on the accrued liability, which was then some 
$7,400,000,000, came to 4.744 percent. The third component cost 
of administration then came to 0.100 percent, which made up the total 
that the actuaries then computed of 12.716 percent which T mentioned 
earlier. 

This method of financing, still quoting from the Advisory Com- 
mittee description, carries the accrued liability, that is, the 4.744 
percent, as an indebtedness in perpetuity, each generation in receipt 
of benefits in effect borrowing from the funds accumulated with 
respect to the next younger generation. The accrued liability is 
never amortized as to prince ipal and in this usual sense is unfunded. 

However, provided the required taxes are actually collected and 
the effective total payrolls do not decrease, then if the other assump- 
tions of the valuation are realized, the funds in hand will always be 
sufficient to provide the benefits as they acerue. In this limited sense 
the benefits under the Railroad Retirement Act are funded. 

It has been stated that for their insurance estimates the Board’s 
actuaries have held very closely to the assumptions contained in the 
fourth valuation as of December 31, 1947. The exception is the 
admission—pro forma at least—of a $5.2 billion valuation payroll for 
benefits and taxes. On this basis the Board recently informed the 
operating brotherhoods that the present tax structure—with what 
seems to be a traditional “tolerance” of one percentage point leeway 
above the tax rate—might support an increase in benefits ‘across the 
board”’ of some 10 percent or, if the increase were confined to retire- 
ment benefits only—that is, excluding any increase for survivors 
the benefit improvement might be 12.3 percent. Since then, in fact, 
at the Senate hearings on Mav 1, the Board submitted somewhat 
different cost estimates from those which they had first given the 
operating groups which would appear to have increased the 10 percent, 
the “across the board” increase, up to 10.2 percent and the 12.3 per- 
cent, when confined to retirement only, up to 13.7 percent. 
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Now I have mentioned a “tolerance’’ of one percentage point. 
While I have not been able to trace this back to the chapter and 
verse where it first appeared in any report or statement of the Board. 
my understanding of it is that when a single cost estimate is brought 
out, the general admission, by actuaries and others, is that so many 
variants entered into the single result that a“ probable error” of plus 
or minus one percentage point can be adopted as a practical rule. 
The extent by which the true costs of the future may vary from any 
single figure quoted today can, however, from other than theoretica! 
techniques, be shown to be of considerable amplitude. 

For example, the second valuation of the act as of December 31 
1941, carried through two cost studies, one on the basis of a set o! 
assumptions favorable to the future experience and another set of 
assumptions of a less favorable character. Neither of these, however, 
represented the extent of the possibilities under either extrem: 
circumstances. 

Without quoting the cost figures, which were only pertinent to the 
act as it then stood, we point out that there was a 4.1 swing in the 
percentage points between these two range figures or, relatively, thi 
high-cost figure was nearly 30 percent above the low-cost figur: 
When it came to the 1944 valuation, a range in the costs was also 
computed. This range indicated a percentage point differentia! 
between the “high” and the “low” of three percentage points, or a 
relative differential of about 35 percent from “low” to “high.” 

The fourth valuation, however—that is December 31, 1947, and 
the last one that we have—did not give us the benefit of a range which 
I feel to be unfortunate, since the publicizing of a range brings hon 
the great number of intangibles entering the computations and 
elucidates, in the spread of the resulting figures, the lack of omniscienc: 
in the actuaries. 

It is from this important concept of the “‘range”’ that I believe the 
above-mentioned 1 percent ‘‘tolerance”’ derives its rationale. 

In our work we have attempted to examines the rationale and 
statistical evidence as to each of the main assumptions going into 
the Board’s fourth valuation, that is, the December 31, 1947, assump 
tions and methodology. We include as exhibit A hereof a very brief 
summary of, and commentary upon, these respective assumptions 

At this point I would like to turn to exhibit A, which follows page 10) 
of this forepart of the manuscript. 


BACKGROUND 


In viewing costs of the act and/or proposed amendments thereto 
in the light of the year 1951, the actuary, in lieu of time and data, 
for making exhaustive study from first principles, must rely on th 
comprehensive studies and assumptions of the Board’s actuaries 
and on the experience of the past in comparison with such assumptions 

It has been ascertained that the Board, in working out its 1951 est1- 
mates relative to costs—whether of the present act or of proposed 
amendments thereto—has followed very closely the valuation assump- 
tions set forth in their actuaries’ fourth valuation report prepared as of 
December 31, 1947, and contained in the Board’s annual report for 
1949. The main difference lies in the inclusion in current estimates of 
the results when based on an assumed valuation taxable payroll of 
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$5.2 billion. The fourth valuation assumptions developed as a low 
payroll estimate of $4.2 billion and a high of $5.0 billion; actually, 
the valuation, which, as I said, was a one-shot valuation this time 
rather than a range hasis, was carried on an aver age of these two of 
$4.6 billion. 

In view of the above background, any cost-reducing elements 
discoverable at this time on the part of independent actuaries must 
derive from their review and analysis of the assumptions now obtain- 
ing with the Board’s actuaries which, as above mentioned, are mainly 
those of the fourth valuation. What follows herein is me rely a listing 
of those assumptions and a brief commentary thereon, except that 
for two instances where we feel that certain cost-reducing elements 
may be adduced, we discuss them at greater length. 

Then I go on in exhibit A into the assumption relative to mortality 
and I find that I can adduce no less conservative table in any search 
for cost-reducing elements. In fact, I doubt whether the Board’s 
assumption relative to mortality is fully conservative in the light of 
the improvement in mortality which may well take place in future 
years. 

Concerning the rates of disability thereto, I feel the Board’s assump- 
tions are about as good as one can take hold of at this time. 

As to rates of withdrawal, this is based on actual experiences up to 
date as possible and I could not suggest any cost-reducing elements 
in a change of assumptions there. As a matter of fact, the rate of 
withdrawal does not have a very heavy cost effect on the system, 
whether the withdrawals are heavy or light, inasmuch as when a person 
leaves the purview of the system he takes with him the vested right 
to a deferred benefit and hence there are no real reversions following 
that on the system owing to withdrawal. Therefore we cannot look 
for any great savings there. 

Now on service patterns and salary scales, the fourth valuation, 
after making studies of the situation, which showed that the number 
of months worked in a year has tended to increase, concluded that the 
service pattern assumptions of the third valuation, which was 1944, 
would be retained. We feel that this position is unrealistically con- 
servative, especially in connection with the effect it has on payroll 
composition, as I will note later on. A collateral effect with the shift in 
monthly service patterns toward more work months per year also lies 
in the leveling out of average pay by age and service. 

As will be seen from the figures at the bottom of table I, a higher 
average monthly taxable compensation goes along with more months’ 
work per year. I will discuss table I a little more fully later. 

The closer average monthly compensation approaches the $300 
ceiling, the flatter the salary scale by age and service that must be 
assumed. By salary scale is meant the progression of average pay 
according to age and duration of service. 

For example, taking entry age in the age twenties, the second valua- 
tion for 1941 carried a salary progression from an index of 1, starting 
in the age twenties, up to an index of about 3 by age 65. In other 
words, the upward trend of average pay over that time might be 1 to 3. 

The 1944 salary scale—that would be the third valuation—owing 
to changes in assumptions because of experience become flatter, run- 
ning from 1 in the age twenties up to about 2 at age 65. 
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The 1947 valuation salary scales become further flattened, running 
from 1 up to about 1%. 

It seems a certainty that since 1947, particularly with the current 
pay increases going into effect, the salary scale which must adhere to 
the $300 ceiling has become considerably flatter still and, as will be 
seen from table [JI when we come to it, when both average monthly 
pay increases and the salary scale flatten out also it is indicative that 
certain savings are present over a previous period when the average 
monthly compensation was lower and the salary scale was steeper. 
As will be seen later, we utilize this situation in estimating a moderate 
savings for benefit increase under the premises adopted for our study. 

The next assumption had to do with prior service. Prior-service 
credits have, we understand, been rather carefully documented after 
years of study and expense in searching out this information. Conse- 
quently, the fourth valuation data for prior-service credit should be 
quite accurate and we could not interpose any suggestions on this 
score. 

I then go into the composition of active and inactive employee 
census and new entrants. Naturally we could not adduce any better 
data on that score than the Board’s actuaries have available to them 
from their past sampling processes in that regard. 

Family composition is No. 9 here on the list and there too the Board 
made studies based on their own marital status and survivorship 
records. They compared those with similar studies made by the 
Social Security Board and the Bureau of the Census and rationalized 
the three sets and, wisely, I believe, adopted their own experience in 
this regard. 

However, it may be that the Board’s assumptions overstate the 
cost a little in respect of survivors’ benefits through not allowing 
sufficient adjustment in recognition of some widows having higher 
benefits in their own right under social security than the railroad bene- 
fit for them. If such occurred, I understand they would receive that 
higher benefit under social security which they developed in their 
own right through their own coverage through that system. 

This likely overstatement of cost for widows was pointed out by 
the Chief Actuary of the Social Security Administration in his testi- 
mony last week before the Senate subcommittee relative to the other 
bill. In our figures, however, we have not attempted to give quan- 
titative recognition to this element. 

Coming to item 10, the interest rate, I might read this one. It is 
an important assumption. 

The Board’s actuaries have, perforce, used a 3-percent compound- 
interest assumption. This is the rate fixed for the railroad retirement 
account under section 15 of the act. Thus far, the 3 percent has 
been favorable costwise to the system in relation to the lower rate 
applying on the social-security trust fund. It has been less advanta- 
geous costwise when compared to the 4-percent rate which has been 
applicable for most of the civil-service fund. 

It is interesting to observe that the Railroad Act contains a pos- 
sibility of a higher interest yield. After speaking of the 3-percent 
special issues for the account, the act says 

Obligations other than such special obligations may be acquired for the account 
only on such terms as to provide an investment yield of not less than 3 percent 
per annum, 
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Hence, if the investment situation in this country should cause a 
general and persistent trend toward higher interest rates, it might 
be possible under the act to gradually take advantage of the higher 
yield implied in the above quotation. At this writing, however, it 
would be highly presumptuous of us to even consider the possibility 
of injecting an assumption of interest rate into the actuarial computa- 
tions at a higher rate than 3 percent. Consequently we merely point 
out the above rather academic possibility in passing. 

With respect to item 11, rates of retirement for age, while we do 
not make any change in the Board’s assumptions, have none to suggest 
there, it, too, is a rather important assumption and I will read that 
one, too. 

One of the two items where recent experience might be adduced 
to allow an actuarial reduction from costs based on the 1947 assump- 
tions, lies in the rate of retirement. In the 1947 valuation there 
was some doubt expressed as to whether future rates of retirement 
by age might not well be higher than those theretofore adopted 
under the 1944 valuation. However, it was pointed out that for the 
years 1945-47, individually and combined, the actual experience rate 
was relatively low compared to the valuation assumptions. In other 
words, people eligible to retire did not retire as fast as the valuation 
assumptions have supposed. 

We have subsequently been told that for the year 1948 the actual 
experience was even lower; the Board’s actuary, however, had no 
figures as to whether the experience for the years 1949 and 1950 was 
lower still, but we infer that he has no evidence that it was higher 
than 1948 for those years. Consequently, if one were to adopt the 
viewpoint that the facts of employees continuing on the job beyond 
age 65, which has held over the last 2 years to a greater extent than 
expected, will also obtain, on the average, over the long future, then 
we feel that some recognition of a cost-reducing nature could be 
applied on this count under both the present act and on the bill 
H. R. 3755. We are not prepared to assert that in our belief such 
continuation of low retirement rates will obtain over the future years. 
With about 35 percent of the railroad employees who are age 65 
still on the job, it portends the possibility at least of a large chance 
for heavy retirements to take place among them rather suddenly if 
economic conditions in the industry turn downhill. However, other 
analysts would be better judges than we are as to how this might 
accelerate the retirement of the older employees where the counter- 
ing reaction might be their seniority rights. 

We understand that no extra benefit credit is added with respect 
to vears of service after age 65 under either the present act or H. R. 
3755, although taxes are continued beyond age 65. The reducing 
influence on costs of a change of 1 year in the effective average 
retirement age after age 65 might well be in the magnitude of 5 per- 
cent. It would be more except for the increase in residual death bene- 
fit that takes place after 65, because the person continues to pay 
taxes. Thus, even if a full year’s delay from the Board’s assumption 
of average retirement rates could be supported, it would only affect 
the portion of the age-retirement costs relating to the not-yet-retired 
employees, a breakdown which we did not have. Such a 5-percent 
savings on that limited group would only mean a savings in per- 
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centage points, out of the Board’s total 15.30 percent for H. R. 3755, 
of significantly less than 0.4 percentage points. 

From this it should be clear that no substantial inroads on the 
15.30 percent can be made from the standpoint of any demonstrable 
delay in retirement-age assumptions. We would balance this intangi- 
ble item off against the less-than-conservative mortality assumptions 
mentioned earlier. 

Item 12 on the catalog of assumptions is payroll composition. 

The other clement under which a cost-reducing influence may be 
found lies in the level of railroad compensation and in total taxable 
payrolls. We are not sufficiently familiar with the components, 
influences, and trends of railroad payrolls to present a synthesis 
thereof as a projection for future years. We can only note that the 
payrolls and projections thereof used in the past have, not surprisingly, 
turned out to be substantially understated. Inflation and high rail- 
road activity have been responsible for the 1947 valuation assumption 
of $4.6 billion being lower than the experience to date. 

Considering the future, we can only note that the possibility of a 
$5.2 billion payroll, as an annual average, has been accepted, at least 
pro forma, by the proponents of the bills and at least illustratively by 
the Board. Under the circumstances we would not presume to sup- 
port the introduction of a higher taxable payroll figure for the long 
future. 

We note, however, that the Board, in response to our question on 
the matter, estimates the 1951 payroll, with the $300 ceiling at nearly 
$5% billion. Thus we cannot, at least without further evidence, 
move beyond the possibilities of a $5.2 billion valuation payroll. We 
can examine certain trends which have occurred in the past and which 
could very well carry over into the future, regardless of the exact 
size of any assumed total payroll. 

We note that over the years there has been a rather steady reduc- 
tion in the proportion of active employees in a year who worked only 
a few months in the industry, and a substantially higher concentration 
in the number of active employees in a year who had 12 months of 
service for that year. Table I brings out this point. Here it will be 
seen that from 45 percent of the employees who were on a 12-month 
basis in 1944, it has grown to approaching 60 percent who were on a 
12-month basis in 1948 and 1949. This means that there is less 
fragmentary compensation operating to reduce average compensation, 
which reduction, in turn, would operate to increase percentage costs, 
because costs are relatively heavy at the lower level of average com- 
pensation where the highest benefit percentages apply. 

I mentioned earlier the flattening out of the salary scale in con- 
junction with the shift just cited, the shift toward more months per 
year. These trends, therefore, tend to lower the true percentage 
costs and the Board’s results, being based on the service patterns 
adopted for the third valuation of 1944 and on the salary scales of 
the 1947 valuation—even though I now understand that those salary 
scales extended into 1949, picked up increases of 1949—do not appear 
to have given full credence to this trend. 

Aimed at the same point, we have prepared table IT which confines 
itself to the 12-month employees, that category in which the relative 
numerical increase has taken place, as mentioned for table I. 
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In table If we separate these 12-month employees according to 
annual compensation in each of the years shown. That goes back to 
1944. It shows 1944, 1946, 1947, 1948, and 1949 distribution accord- 
ing to annual pay brackets. Here we find a steady and substantial 
increase toward the upper brackets of annual compensation. It is 
important to note that the proportion of these 12-month employees 
earning $2,400 a year and over has come up from about 60 percent in 
1944 to over 90 percent in 1949 and, with the current pay increases 
presumably taking effect, the percentage for 1951 should be still 
greater. 

In brief, more and more of the regular steady type of employee 
will be reaching or coming close to the annual ceiling of $3,600 or the 
monthly ceiling of $300 a month, and, by the same token, more and 
more of the less-than-12-month employees will be coming closer to the 
$300 average of monthly compensation during the time that they do 
work, which is the basis for their benefits. Of course, the extreme 
point would be an average monthly wage for all of $300. This, owing, 
for one thing, to the inclusion of the compensation history of the past, 
is only a theoretical concept, except possibly for future employees, 
but it illustrates the point. In other words, if everyone’s benefit were 
figured on the $300 average, and everyone’s tax status (64% percent, 
matched) were applied to such a figure, the annual cost, while higher 
in dollars, would be significantly lower as a percentage of payroll than 
when benefits and taxes were based on considerably lower average 
monthly compensation. The Board’s results, while set to a $5.2 billion 
assumed valuation payrol!, are based on service patterns and salary 
scale assumptions which seem somewhat out of date relative to the 
shift shown in tables I and LI. 

Now I would like to return to the forepart of the manuscript where I 
departed from it on page 6. 

With respect to table III, the retirement benefits attributable to 
future years of service, deriving from each layer of average monthly 
compensation, are obtained in section A of the table according to 
assumed attained age. It might be helpful to see what I mean by 
‘lavers.”’ If you will glance at table III, at the bottora of the table 
I show the various benefit formulas according to the bracket or layer 
of compensation. Those different pieces of the formula vary according 
to those respective layers. So the retirement benefits attributable to 
future years of service deriving from each layer of average monthly 
compensation are obtained in section A of the table according to 
assumed attained age. 

Mr. Harris. May I inquire at this point? I understand the 
witness is referring entirely to the presentations made by the Board 
and the reports filed by the Board. Have we had such information 
from the Board? 

The Cuarrman. Yes; it has been filed with the committee earlier in 
the session. 

Mr. Bronson. We then figure the respective ‘‘annual premium” 
cost in section B to provide each laver of benefits. These annual 
premiums are quite approximate as the “service tables’’ of the Board 
were not available to us. However, it is the relativity by layers of 
compensation that is important, and we believe these premiums are 
suitable for this purpose. 
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The tax rate is, of course, the same for each pay bracket and the 
amount of tax in section C exceeds the annual premium cost for age 
retirement since enough tax has to be left over to support the other 
benefits—disability, survivors, death benefits, ete. 

In the bottom section, section D of table III, the proportion of the 
tax thus left over from the cost of age retirements is illustrated for each 
laver of compensation and it will be seen that the available amount is 
higher for the middle band of compensation than for the lowest $600 
band and, in turn, higher for the top $1,800 band than for the middle 
band. Consequently, with a shift taking place—from more regu- 
larity of work and higher pay levels—into and toward the top of the 
last $1,800 band, there must be more of an excess available in section 
D of the table than if such shift had not occurred. 

From this stage we went on to a rough measurement of this effect 
through breaking the coverage up by ages and pay compartments 
and weighting the result according to the excess amounts indicated as 
available from D of table II]. The 1944 composition of employee 
work patterns and salary scales, which were two of the Board’s un- 
changed assumptions as we understand it—and other elements by 
compartments were compared with the composition deriving from the 
upward shift present in the 1949 data. Our results indicate that there 
may well be a “savings” by virtue of the upward shift, and combined 
with an assumed static salary scale since the 1947 results, of some 0.3 
percent of taxalbe payroll for the age retirement formua, 0.1 percent 
for disability, and 0.06 percent for survivors; a total of 0.46 percent 
as a possible savings in the cost. 

There is a certain amount of necessity for these too-accurate ap- 
pearing figures, both on the score of relativity in measurement and 
because, after all, on a $5.2 billion payroll a fraction of a percentage 
point represents millions of dollars. For example, the Board’s 
administrative expense of 0.13 percent represents nearly $6,800,000, 
whereas a rounded figure of 1 percent would mean $1,600,000 less than 
that. We will, therefore, while disclaiming any implication of ac- 
curacy, hold to the traditional two decimal places in our figures herein 
and leave the ‘“‘rounding’”’ to the reader. 

On the basis of these findings and our acceptance of the Board's 
cost quotations in other respects, we have set forth table IV which 
utilizes the indicated savings in lowering somewhat the Board’s 
quotations of percentage costs for H. R. 3755 on the one hand and in 
increasing somewhat their figures for the benefit vield which might be 
figured from the present structure of taxes on the other. In the sum- 
mary we find that, using the line numbers of table [V—and I might say 
that this is a summary of what table IV does in detail which I do not 
believe it would be fruitful to carry through step by step at this 
point: 

A. 1. The annual cost with a 25 percent benefit increase across the 
board might come to 14.72 percent versus the Board’s figure of 15.30 
percent. 

2. The percentage benefit increase across the board which might be 
secured on the existing tax structure plus a “tolerance’’ of 1 percent, 
would be a 14.3 percent increase compared with a 10.2 percent result 
from the Board’s figures. 

B. 1. If the increase is not applicable to survivors benefits, the cost 
of a 25 percent increase in retirement benefits alone would come to 
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14.08 percent compared with a figure derived from the Board’s 
estimates of 14.64 percent. 

2. The percentage benefit which might be secured on present tax 
plus “tolerance” for retirement benefits, that is, excluding any in- 
crease for survivors, would be an 18.7 percent upping compared with 
13.7 percent from figures furnished by the Board. 

As stated at the outset, in obtaining our very moderate improvement 
in benefits, as described above, relative to the improvements based 
upon the Board’s figures, we proceeded on the criterion of not di- 
minishing the relative soundness of the system from the concept of 
soundness heretofore held under the funding philosophy of the act. 
As other witnesses may point out, this philosophy is one of a ‘‘modi- 
fied”’ actuarial reserve basis rather than one with the objective of a full 
actuarial reserve basis as usually set for insurance company, or trust 
fund, private employer plans. 

There is a difference, in my opinion, between a ‘sound plan’ and 
the designation ‘actuarially sound plan.” The railroad retirement 
system is of the former type but only contingently of the latter type. 
The results we have come up with herein would also constitute a sound 
system of the former type in our opinion. 

Going now beyond the above-mentioned criterion, however, to a 
point which I believe might be said to actually diminish the relative 
soundness and on to a basis of “if they can do it, why can’t we,” 
brings more liberal results. The cost estimate for H. R. 3669 of 14.12 
percent of payroll—it makes no difference whether such payroll has 
a $300 or a $400 ceiling since it is the percentage expression which 
counts—if acceptable to Congress through an increase in the so-called 
“tolerance” above the tax rate—that is, using the 1.62 percent toler- 
ance rather than 1 percent—could, if applied to the operating bill 
3755, produce substantially higher benefit vields than those we have 
adduced above which were within the limits of the criterion mentioned. 
For instance, if a rate of 14.12 percent were allowable, we figure it 
would permit a 19.8 percent increase in benefits across the board, or a 
25.2 percent increase when confined to employee retirement benefits 
only, with no increase applied to the survivor part. It should be made 
clear that we are not putting these figures in as a recommendation but 
only as an interesting comparison. 

Now in our work the actuaries of the Board, Mr. Musher and his 
associates, gave us as much cooperation and data as they could squeeze 
out of their own extremely tight schedule. Certain information was 
received from them too late to inject in what I have given you, and 
perhaps upon examination we would modify our results somewhat. 
If the statements which the Board representatives have made concern- 
ing holding to their earlier assumptions are correctly understood, we 
cannot see but that some savings in the tax receipts must be occasioned 
by the upward shift in the 4-year-old assumptions we have discussed. 
If so, these differentials could be utilized for improving benefits along 
the straightforward lines of H. R. 3755. 

Now just yesterday I had an opportunity to read the supplementary 
comments the Board jiled with the Senate subcommittee after all the 
other witnesses had completed their testimony and which constituted 
a sort of summing up on the part of the Board of their reactions to the 
various witnesses. Of course the witnesses had no chance for rebuttal 


in that particular hearing. 
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As far as I can see, the points I have made regarding the shift to 
more service months per year conjoined with higher monthly pay and 
flatter salary scale have not been challenged per se. Nor has the fa: 
that tendencies of this character must operate in the direction 0! 
lower percentage costs, other things being equal and the likelihooc 
that these trends will continue in the future. 

The main criticism seems to be that my premise, which is based 0; 
what the Board’s actuaries told us, that all features of the fourt) 
valuation had beer adhered to, had been interpreted too narrowly, 
that actually they had allowed to some degree in current estimates 
for the tendencies I had mentioned. They pointed out, for example. 
that their fourth valuation salary scales took the wage adjustments 
up to September 1949, into account even though it was a valuatior 
as of December 31, 1947. However, the 1951 increases in pay could 
not have been given effect in their salary seales which scales must be 
flatter than ever, comes the official December 31, 1950, valuation 
when it is completed a year or two hence. 

They also criticized my table III because it utilizes annual-pa) 
brackets. But as far as I can see, if the headings there are divided by 
12 I cannot see that it would affect the rest of the table or its import 
of there being more tax savings in the higher layers of monthly pay. 

I doubt that it is constructive to the committee for me to dwe!l! 
further on a disagreement between the Board’s actuaries and myself 
concerning a cost range in a fraction of a percentage relative to a 
presently occurring shift which both parties | am sure must admit is 
in the direction of percentage-cost savings, the difference in opinion 
being in the extent thereof. 

Let me merely conclude by summarizing the several sets of illus- 
trative percentage increases in retirement benefits which can _ b: 
adduced under $5.2 billion taxable payroll with the $300 ceiling and 
a tolerance relative to the 12M-percent tax rate. That table I had 
hurriedly typed this morning. I just worked it up yesterday. I am 
not sure I have enough typed copies to go around, but I think you wil! 
be interested in having this as my closing remarks. 

Mr. O’Hara. May I suggest that you number this table for the 
purpose of the record so that there will be no confusion about it? 

Mr. Bronson. I will number it V. 

What this table does is merely to pull together all this welter o! 
figures I have been giving you and outline the percentage increase 
which might be accorded the retirement benefit part of the coverage 
according to these different assumptions or arguments as I have 
labeled them. 

The first one says that if the 14.12-percent cost for H. R. 3669 were 
parallel for H. R. 3755—that is, allowed—with an adjustment for m) 
0.46-percent savings, which, according to note (a) contemplates a 1.62- 
percent tolerance, then the increase could be 25.2 percent. 

Second, if we take out the possibility of my 0.46-percent savings 
entirely, it is 19.7 percent. 

Now coming to the Board’s derived cost, I might say that we derive 
the cost, the 14.64 percent, from certain figures which the Board gave 
us. I believe it is correctly derived. If the Board’s derived cost of 
14.64 percent for H. R. 3755 were taken with an adjustment for m) 
0.46-percent savings, which, according to note (b) would carry a 1- 
percent tolerance, the increase would be 18.7 percent. 
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Item 4 is the same except taking out the 0.46 savings entirely and 
we would get an increase of 13.7 percent. 

Now item 5 puts within that framework the increase which the 
operating groups have now modified to build down to, namely, an 
increase in retirement benefits of one-sixth, the 16.7 percent there 
representing one-sixth. 

Then in footnote (b) for completeness I include the smaller increases 
which could be taking place if no tolerance whatsoever were admissible. 

That completes my statement, Mr. Chairman. 

(The tables submitted by Mr. Bronson follow:) 


TABLE I.—Railroad Retirement System—Present act 


INDEX OF RAILROAD EMPLOYMENT BY MONTHS OF SERVICE DURING A YEAR 


Number of! Percent of total by months of service during year 
3 , Taxable _ SC ae Tae a irs 
taxable omell - seunenpeguatietedute 
employees 600 000 
(000) , 





Calendar year 
19 sill | 8, 9, and | 5, 6, and | 2, 3, and | 
12 months} 11 months 10 months; 7 months | 4 months 1 month 


| 


aE8 


Rh rrwrp 
> > 


Number 
50 ! 





AVERAGE MONTHLY TAXABLE 


2, 898 $124 216 
| 160 241 
| 183 


2) 471 
2, 090 








1 Information lacking. 


TABLE IIl.—Raitlroad Retire ment Syste m, prese nt act Inde res of railroad com pen- 
sation levels for 12-month service ¢€ mployees, by year 





Number of empleyees (in thousands) and percent of total such employees 
| for each year 


Annual compensation ‘ O4 ¢ 
brackets 1944 } 1947 1948 


Num- Per- | Num- | Per- | Num- | Per- | Num-_ Per- 


ber cent ber cent ber cent ber cent 


Less than $50 5 (2 ‘ : 4 2 0 2 

$50 to $199 ( 1 1.6 5 0.1 l 0.1 
$200 to $1,199 3 15 29) O09 10.3, O8 
$1,200 to $2,399 1m) 36 336) 5 74.0' 20.0 166 12.3 
$2,400 to $3,599 4 739. 4 55.3 4.3 ¢ 7, 68.2 Way 69.9 
33,000. . : ba 77.7 5 113 7 134. 5 9.8 229 16.9 


Total ‘ _—_— 1,338.9 100.0) 1,307.0 100.0) 1,368.0 100.0) 1,357.3) 100.0 
$2,400 and over : 61.1 953.1) 73.0) 1,079.2) 79.0} 1,178 86. 8 


Information lacking for 1950. 
Less than 0.1 percent. 
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TaRs_e III.—Raitlroad Retirement Systems, present act—Components of retirement 
benefits, actuarial premiums for future service credits, and related taxes 
COMPONENTS BY ANNUAL PAY BRACKETS 


| 
Attained age First $600 | Next $1,200, Next $1,800 | $3,600 tots 


(1) (2) (3) 4) (5) 


A. Monthly future service benefit at retiremer 


$44. 40 $66. 60 $66. 60 $177. 
32. 40 48. 60 48. 60 129 
20. 40 30. 60 30. 60 8] 
8.40 12.60 12.00 


B. Annual premiums for age retirement (age 6s 
average) 


$50 $82 
58 4 
67 106 
70 109 


C. Annual taxes, 


$150 
130 
10 
1) 


. Portion of taxes in C which are availab!| 
after meeting the age retirement costs of 
above, for disability, survivors, etc 


Percent Percent Percent Percent 
3 45 55 { 
37 ft) 
29 45 
27 45 
UNIT PERCENTAGE BENEFIT PER YEAR OF SERVICE 
Percent Percent Percent 
For present act : : 2. 40 1. 80 20 
For 8. 1353 } 2. 80 20 1. 40 
For 8. 1347 . : 3. 00 2. 25 1.50 


1 Going on to $4,800, this would become 1.73 percent. 





ment 


total 


nent 


re fs 
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TABLE LV.—Costs and benefit yields on principles of objectives of S. 1353 


“7 
Board's quotations | Possible re- 
i i i , dundancy in 
! | centage, column (2) 


Cost element Present act | Operator's | column (3) to| owing to shift 
(5 2) | bill S. 1353 column (2) in pay and 


(5.2) | work patterns 
(1) (2) (3) (4) (5) 
Percent Percent Percent 

(1) Age 7.48 9. 35 125 3 
(2) Disability 2. 75 3.44 125 10 
(3) Survivors 2. 24 2.90 112949 . 06 
(4) Residual 80 2.70 2 871 
(5) Total benefits 13. 27 16. 39 1234 46 
(6) Expense ‘ 13 13 100 
(7) Gross cost 13. 40 16. 52 123 
(8) Fund spread 1. 22 1. 22 100 
(9) Net cost ‘ 12.18 15. 30 12546 


' Appears to be 125 percent of column (2), plus 0.10 percentage points for effect on survivors benefits of 
raising the $250 ceiling of applicable monthly pay to $300 to agree with the Social Security Act amendments 
of 1950. 

? An actual decrease in recognition that if monthly benefits are increased there is less residual to pay at 
death. 


ESTIMATES FOR PERCENTAGE BENEFIT INCREASES—DEVELOPED FROM 
PRECEDING FIGURES HEREOF 
A. Cost of uniform percentage increase ‘‘across the board’’ 
(1) Transition from Column (2) above, to Column (3) 
(13.27 —0.80) X1.25+-0.10 (see footnote ', page 1)+-0.70+0.13—1.22=15. 30% on Board's basis. 
Savings adjustment of Column (5) 0.46 1.25 = .58 


Net adjusted cost for 25°; benefit increase = 14.72% on revised basis. 
(2) To find % benefit increase within “tolerance” cost of present 1246% 
tax rate+one © point 
(13.27—0.80) X (1+—— +0.10+0.75 (est.)+0.13—1.22=12.5+1.0 =13.5%, present tax plus 
100 “tolerance.”’ 


k 
whence 12.47 (1+——) =13.7 and k=10.2% on 

100 Board's basis. 
Savings adjustment of Column (5 0.461.102 = .51 

k’ 

12.47 X(1+—) = 14.25 
1004 
whence k’ = 14 3% on revised basis. 


B. Cost of pascetinge increase excluding survivors 


(1) Increase of 25%: (13.27—2.24—0.80) X1.25+2.24+0.70+0.13—1.22 =14 4% on Board’s basis. 
Savings adjustment of Column (5) 0.40 X 1.25+- .06 = .56 
Net adjusted cost for 25% increase except for survivors = 14.087, on revised basis. 


(2) To find % benefit increase (excluding survivors) within ‘‘toler- 
ance” cost of present 1249%, tax rate+one % point 


(13.27 —2.24—0.80) X (1+ - )+2.24+0.72 (est.)+0.13—1.22= 
UO 
12.5+-1.0 =13.5%, present tax plus 
“tolerance.”"’ 
=11.638 and k=13.7% on 
Board's basis. 


k 
rhence » dos 
whence 10.23 (1 i00) 


Savings adjustment of column (5) 0.40 1.137+-0.06 = .§1 

10.23 (1+- ) 
100 
whence k’ =18.7% on revised basis. 
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TABLE V 
Percent increase in 
retirement benefit 


Argument 
(1) If 14.12 percent cost for H. R. 3669 were paralleled, for H. R. 3755, 
adjusted for my 0.46 percent savings (note a) 25 
(2) Same, exclusive of 0.46 percent savings (note a) __ 
(3) If Board’s derived cost of 14.64 percent for H. R. 3755 were taken, 
adjusted for my 0.46 percent sav ings (note b) 
(4) Same, exe lusive of 0.46 percent savings (note b). 
(5) I 
NOTE a.—1.62 percent tolerance is implicit. 
Norte b.—1 percent tolerance; if no tolerance were admissible, the figures for (3) and (4) would be 8.6 


percent and 3.9 percent, respe etively. 


The CuarrmMan. Are there any questions? 

Mr. Hause. Mr. Bronson, I think your statement is most excellent. 
I think, however, vou appreciate that it is pretty difficult for the 
average layman to follow it. Nevertheless it is absolutely vital to 
a proper understanding of the bill. 

Mr. Harris. Will the gentleman yield for the purpose of making 
this inquiry? 

Mr. Hate. Yes. 

Mr. Harris. Do I gather that the statement you presented here 
is approximately the same statement you gave to the Senate com- 
mittee? 

Mr. Bronson. Yes, sir. The copy which you have as a guide was 
exactly what was used over there, exclusive of the interpolations 
called for as 1 went along. 

Mr. Harris. Am I correct then in feeling that most of your state- 
ment to that subcommittee was made in response or reply to testimony 
that the Board gave the subcommittee? 

Mr. Bronson. The order of testimony over there was rather dif- 
ferent from here because the Board people appeared first over there. 

Mr. Harnts. That is one reason it has been preity difficult for me 
to follow this because obviously you are replying to testimony that 
the Board has given, which testimony we have not had the oppor- 
tunity of having before us. I have difficulty in trying to follow this. 

Mr. Hane. The gentleman from Arkansas finds it difficult, too, 
which comforts me. 

Mr. Bronson. May I say that this manuscript, this copy which 
you have, had not been prepared after having heard the Board’s 
testimony but rather after having had some consultations with the 
Board’s actuaries and after having had a response from the Board to 
the operating brotherhoods as to what cost figures the Board came 
out with concerning their bill. So it really was not prepared after 
having heard the Board over there but after having had some other 
dealings with the Board. 

Mr. Harris. Thank you. 

Mr. Hauer. Now on page 2 of your testimony, at the top of the page, 
you start talking about the “level-cost concept for the system.”” Can 
you elucidate on that expression “level-cost concept’’? 

Mr. Bronson. I did read from the actuarial advisory committee a 
rather condensed description of what that means. Ina sense a level- 
cost concept is one which utilizes the techniques of annual premiums 
under an insurance policy, you might say. Instead of using a step- 
rate-cost method to bring everything down to the present values, it 
gets the present value of all the benefits in the future and then it 





“Ito 
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equates that to what the present value of the taxes should be to meet 
those benefits, and from that equation it derives what the annual tax 
rate should be over the future. 

Mr. Hauer. This level-cost concept is in contrast to what you call 
a step rate? 

Mr. Bronson. Or an irregular type of financing, step rate or fluc- 
tuating or pay as you go, that sort of thing. It is a type of leveling 
out the cost through the setting up of reserves to take care of the time 
when the level premium rate itself would be insufficient to meet the 
claims. 

Now in the Railroad Retirement Act you do not go to the full 
level-cost-reserve method but you go to a modified-reserve method. 
The actuaries still use the level-cost method; in fact, it is the only 
practicable one to use, since you wish to establish a tax rate which is 
reasonably level over a time. 

Mr. Hate. When you are talking about a tax rate at a level you 
mean the rate does not fluctuate; is that true? 

Mr. Bronson. Yes, sir. For instance, the present law is now on a 
§-percent tax rate from each party, I believe, and is scheduled to go 
up to 6% percent in 1952 and remain at that level from then on. 
Heretofore it has graduated upward on the step-rate method, but now 
it is to levet out commencing in 1952. 

Mr. Hae. Now at the end of the first paragraph on page 2 of your 
statement you say, “These costs have been expressed as 10.80 percent 
of payroll for the December 31, 1938 valuation.”” Valuation of what? 

Mr. Bronson. Every 3 years the act calls for an actuarial valua- 
tion of the system. 

Mr. Hauer. Of the system? You mean of the fund? 

Mr. Bronson. Of the fund and the benefits as they are then con- 
structed and the tax rate that is then in the law to measure off again 
as to whether the thing is in balance. Every 3 years that has been 
gone through with and that is stipulated in the act. So in 1938 there 
was such a valuation made and the next triennial valuation was in 
1941, 1944, and 1947, and the next one will be for December 31, 1950. 

Mr. Haue. I note that for the period of the first three valuations 
the cost went down from 10.80 pereent at the end of 1938 to 9 percent 
at the end of 1944. 

Mr. Bronson. Yes, sir. 

Mr. Haute. What does that signify? Does that signify that the 
pavments were larger than they need have been? 

Mr. Bronson. It signifies that the assumptions adopted in Decem- 
ber 31, 1938, valuation were too conservative for events that 
transpired. 

Mr. Hauer. You had better fortune than you anticipated? 

Mr. Bronson. Much of that good fortune came about because we 
entered a war in 1941 which stimulated activity, raised pavrolls. 

Mr. Haxe. But better just from the narrow standpoint of the fund? 


Mr. Bronson. Correct. 

Mr. Hate. Then in 1946 you broadened benefits and increased 
taxes and that accounts for the higher figures in 1947? 
Mr. Bronson. Yes, sir. 

Mr. Hae. And 1951? 


Mr. Bronson. That is correct. 


85691—51——__16 
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Mr. Have. 1951 is down from 1947 

Mr. Bronson. Yes, sir. 

Mr. Hae. Does that mean again that that is a little better than 
your expectation? 

Mr. Bronson. I believe again it is owing to the high activity, 
postwar activity, and the continued upward trend in payrolls, and 
the fact that all these people above age 65 do not retire but prefer 
to stay on the job, and things of that sort. 

Mr. Hate. Now I want to ask you some questions about page 9 
of your statement. You speak there of what you call a “modified 
actuarial reserve basis” rather than a “full actuarial reserve basis.”’ 
Can you explain those terms for me? 

Mr. Bronson. In the language of the actuaries or insurance, a 
full actuarial reserve is one which at any time, should premiums 
cease, would be in a position to pay out all benefit commitments 
accrued up to that point. In other words, without relying on future 
premium income to pay claims in respect of any commitments of the 
insurance plan or system that have been made up to that point. 
Whereas a modified actuarial reserve basis would not be in that posi- 
tion. It would have to rely on future income to meet obligations 
which had been incurred up to that point. 

It is that modified reserve basis which would not do at all in private 
industry or private systems but which can be taken over by govern- 
mental systems because of the reliance on the taxation power of the 
Government to see that the future income is called for. 

Mr. Hate. Is what? 

Mr. Bronson. Is received, that the tax rates are continued. The 
insurance company cannot compel a person to keep up his premium 
but the Government can keep on setting up the required tax to pay 
for the systems. The social-security system is on that basis, the 
civil-service retirement system and the railroad retirement system. 

Mr. Hate. The premium in the insurance company’s account is 
the basis of difference; is that right? 

Mr. Bronson. That is right. 

Mr. Hae. You say that while a ‘‘modified actuarial reserve basis’’ 
would be unsound for a private insurance company, it is all right for 
this fund? 

Mr. Bronson. I believe so. I believe the modified reserve system 
is satisfactory where the taxing power is behind the income. 

Mr. Hae. Then you say, ‘There is a difference, in my opinion, 
between a ‘sound plan’ and the designation ‘actuarially sound plan’.”’ 

Mr. Bronson. That is what I just described. 

Mr. Hate. That is the distinction there? 

Mr. Bronson. That is right. 

Mr. Have. You think it is all right, if the railroad retirement 
system is “sound’’; it does not have to be actuarially sound? 

Mr. Bronson. Yes, sir; in that narrow definition of the term. 

Mr. Hate. The general conclusion from all your testimony is that 
H. R. 3669 is not actuarially sound in a technical sense but you 
consider that for practical purposes it is satisfactory? 

Mr. Bronson. It is sound in the same criterion that the present 
Railroad Retirement Act is sound. 

Mr. Hate. It is sound in the same sense that the social-security 
system is sound? 
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Mr. Bronson. Yes; and the civil-service system. 

Mr. Haue. All the Government pension systems? 

Mr. Bronson. | beg your pardon. It has just been pointed out 
that I made the wrong reference to the bill. It should have been 
H. R. 3755. I apparently was supporting the other bill without 
knowing it. 

Mr. Have. All your testimony relates to H. R. 3755? 

Mr. Bronson. Yes, sir. 

Mr. Hate. You considered H. R. 3669? 

Mr. Bronson. Only as an observer in the Senate hearings and here. 

Mr. Haute. Do you wish to express any opinion about H. R. 3669 
from an actuarial standpoint, any conclusion? 

Mr. Bronson. Well, perhaps I should divorce myself from speaking 
for the operating brotherhoods, but I did feel that that bill has a 
great deal of questionability to it. I think it is a rather ill-advised 
measure at this time. From hearing the testimony in the Senate 
subcommittee it seems to me that there are many difficulties latent 
in that bill, difficulties of administration for both OASI, Social Security, 
and the Railroad Retirement Board. It is a bill which is almost 
impossible to understand. 

The hearings on the other side demonstrated that a great deal of 
confusion was aroused as to what it meant, and, considering that, it 
seems to me that for any group of employees to understand what it 
means would be impossible. I think it is grossly unfair to the less 
than 10-year employees in calling on them to pay a railroad retirement 
tax in full with no other quid pro quo than the social-security benefits 
plus the possibility that they might get some residual balance of their 
higher tax. I think the potential amount there for the double benefit 
likelihood for the more than 10-year people is another form of dis- 
crimination in reverse. I think the costs which might emerge under 
that are entirely indefinite at this time. 

The whole thing is put forward 5 years for the Congress and the 
two agencies to decide on what cost transfers might take place. In 
the meantime, the social-security system would be paying benefits 
without knowing what the ultimate settlement on cost was going to be. 

As I have pointed out earlier, in any of these systems there are nu- 
merous unknowns, variants, in the cost picture. Now when you put 
two systems together you just multiply that to know what final cost 
balance is coming out from the interplay of the two systems. 

Mr. O’Hara. Mr. Bronson, we are operating under the 5-minute 
rule—which includes your answers. 

I take it from your statement that the length of time which you have 
had to examine this, make your examination and report, you have 
emphasized in several places in your statement was very limited. I 
appreciate your frankness and your emphasis and I want to ask you 
if you feel that by reason of these statements that you have not had 
the time which you would have preferred to have to make this study? 

Mr. Bronson. Naturally that is true, and yet from the practical 
aspects we could not have made the study in any manageable time 
whatsoever. 

For instance, the Railroad Retirement Board has been studying 
these things ever since the act took effect. They have all the data 
that they can obtain, but even so their triennial valuations must fol- 
low the date as of which they are stipulated to be taken off by a couple 
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of years or so, because they, too, cannot assemble all the necessary 
data on the experience within a shorter time. Hence, we just would 
not have had the time or the data to have conducted a manageable 
study within any proper time. 

Mr. O'Hara. I appreciate the frankness and the difficulties with 
which you have been confronted and the short time you have had. I 
presume some of the time was taken up in conferring with the railroad 
retirement people as well as then following up what figures they gave 
you and your checking of those figures; is that correct? 

Mr. Bronson. Yes, sir; they were most helpful in the limited time 
they had. 

Mr. O’Hara. And your study with reference to that information, 
as I understand your testimony, was in applying that information to 
the provisions of H. R. 3755; is that correct? 

Mr. Bronson. That is correct. 

Mr. O’Hara. Now have you had any actuarial experience in the 
study of the provisions of the extended survivorship benefits as con- 
tained in H. R. 3755? 

Mr. Bronson. By extended survivor benefits do you mean the 
benefits that are now in the act? 

Mr. O’Hara. That are in the present act. 

Mr. Bronson. As | said, I reviewed the assumptions which the 
Board used relative to widows, children, marriage, remarriage rates, 
and so on, and I felt that they were entirely suitable for the purposes 
of gaging these survivor insurance costs. 

Mr. O’Hara. We do not have the benefit of that study except as 
you have told us that you have studied what the Railroad Retire- 
ment Board has studied, what their studies were in that regard; is 
that correct? 

Mr. Bronson. That is correct. 

Mr. O’Hara. Now do you consider that there are additional sur- 
vivorship benefits contained in H. R. 3755 which are not contained 
in the present law? 

Mr. Bronson. The only change, as I understand it, that would be 
suggested, according to the modified version which the operating 
group has now come up with, would be extending the average monthly 
wage or remuneration from a $3,000 annual ceiling on wages recog- 
nized for that purpose up to $3,600 which has now become the ceiling 
under the Social Security Act. In other words, it would to that 
extent bring those two things into line. 

Mr. O’Hara. For survivors? 

Mr. Bronson. For survivors; yes, sir. 

Mr. O’Hara. It is true, is it not, that the ratio of benefits which 
accrue to the worker are not based under present law or under this 
bill on the basis of what they pay in to the fund? 

Mr. Bronson. The benefit formula is set independent of an indi- 
vidual’s tax rate. Is that what you mean? 

Mr. O'Hara. Yes. 

Mr. Bronson. Yes; there is no one-to-one relationship with a 
particular individual’s rate of tax and the benefit that emerges for 
him. 

Mr. O’Hara. To illustrate for the record, the employee whose pay 
is $100 a month gets considerably greater benefit from the retirement 
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fund as it is presently existing or under H. R. 3755 than does the 
employee who is paid $400 a month. Each should pay pro rata 
on the amount that he is paid but there is a discrimination in the 
benefit, is there not? 

Mr. Bronson. There is a difference. I think the very nature of 
the system may not allow me to look at it at least as a discrimination, 
but there certainly is a difference. I brought that out in the break- 
down of table III where certain layers of pay have different relative 
effects, benefitwise. 

Mr. O’Hara. Under the civil service retirement system the retire- 
ment benefit is based largely upon the amount paid in by the indi- 
vidual, that is the salary and the amount of tax they pay in; is that 
not true? 

Mr. Bronson. I think nowhere near to the extent that it used to 
be true. There used to be in the civil service plan a fairly close 
relationship with what they call the money purchase principle, that 
the money paid in will per individual produce certain benefits, but 
the amendments which were made in 1948 I think put that system 
also on a benefit formula which did not cleave so closely to what the 
man putin. It is on a 1% percent per year service basis applied to 
the best 5-year average during the man’s service, I believe. 

Mr. O’Hara. I have one more question and then my time is up. 
Mr. Bronson, would it not be more fair and show the most justice 
under railroad retirement or any other social security or civil service 
retirement that the ratio of benefit should be upon the amount which 
the contributor pays to that fund? Would that not be the sound, 
equal, just system under any form of pension system? 

Mr. Bronson. From the straight actuarial or monetary viewpoint, 
yes; but I think that with these large systems it is suitable to weight 
the system somewhat in favor of the lower paid worker, particularly 
under the railroad retirement where they do not come in for the same 
weighting in that regard that is present under the Social Security Act. 

Now if there were a tie-in, if there were a basic social security 
over-all and a railroad supplementary system on top of that, then I 
believe that this one-to-one relationship between contributions and 
benefits which vou refer to could well be observed. 

Mr. Beckworrtn. Mr. Chairman, we have a bill on the floor this 
afternoon and I want to know whether or not we will proceed in the 
afternoon as we did the other day? 

The Cuatraman. We must adjourn promptly at noon today, because 
of this bill which our committee must handle. I plan to run through 
all day. I think we can still count on being over here at 2:30. We 
will adjourn until 2:30 on the assumption we will be through with 
the bill on the floor. 

(Thereupon, at 11:50 a. m., a recess was taken until 2:30 p. m.) 
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AFTERNOON SESSION 


(The committee reconvened at 2:30 p. m. upon the expiration of the 
recess. ) 
The CHatrMaAn. The committee will come to order. 


STATEMENT OF DORRANCE C. BRONSON, ACTUARY, ON BEHALF 
OF THE BROTHERHOOD OF LOCOMOTIVE ENGINEERS, BROTHER- 
HOOD OF LOCOMOTIVE FIREMEN AND ENGINEMEN, ORDER OF 
RAILWAY CONDUCTORS AND BROTHERHOOD OF RAILROAD 
TRAINMENResumed 


The Cuarrman. I think, Mr. Bronson, you were through? 

Mr. Bronson. I was through. 

The CHarrman. Mr. Heselton? 

Mr. Heseiton. Mr. Bronson, if I understood you correctly this 
morning you expressed in general terms endorsement of H. R. 3755 
as being feasible in terms of your analysis. Am I right about that? 

Mr. Bronson. As modified subsequent to the printed bill by the 
operating group; yes, sir. 

Mr. Hesettron. I wanted to be sure the record was clear. As I 
listened to your testimony you approve of the reduction from 25 to 
16% percent increase? 

Mr. Bronson. I find that within the cost range that I have worked 
out, sir. 

Mr. Hesevron. Did you have a chance to look at the table that 
I think Mr. Leighty submitted prepared by the Board in this connec- 
tion? It is the table I think you have in your hand now. 

Mr. Bronson. I remember its appearance in the Senate sub- 
committee. It deals, I believe, with the nonoperating bill. 

Mr. Hesetron. Yes. 

Mr. Bronson. Yes, sir. 

Mr. Hesetron. That is, as I understand it. Now Mr. Leighty 
was asked some questions about some things that appeared in that 
tabulation, and, as I recall, he expressed a difference of opinion as to 
the conclusions reached there and advised us that he had had or 
had himself made some computations which are in line with the 
advice you have given us? 

Mr. Bronson. I do not know that I got that question fully. 

Mr. Hese.iron. Mr. Leighty expressed some difference of opinion 
as to the validity of that tabulation. I take it that you have some 
similar difference of opinion as to how sound that is. 

Mr. Bronson. Well, I have not analyzed this table, but, as ] under- 
stand it, the savings element which I adduced would at least allow 
this table to extend a little longer before it runs out. You see, this 
is directed to an entirely different set of benefits than the ones | 
was talking about. 

Mr. Hesetton. I have some difficulty in grasping the refinements 
and technicalities that you actuaries have so well in hand. 1 think 
it is important that we have in layman’s language the reconciliation, 
if possible, between the professional people who come in here and 
give us varying advice. As I interpret that table it means that by 
the year 2000 the fund will be gone. 
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There are some fluctuations in there that I am unable to explain 
or understand. I think everybody who has testified in this hearing, or 
so far as I am aware from reading previous hearings, have stood on 
the principle that the fund must not be jeopardized; that in the 
interest of the men concerned that principle is foremost. 

You tell us that you feel confident that in the foreseeable future 
under the conditions as you have examined them and as you anticipate 
that that fund will not be in jeopardy? 

Mr. Bronson. That is correct. 

Mr. Hesetron. Can you offer some comment for the record on that 
so that we may have something at hand? 

Mr. Bronson. All I have been speaking of was the system of taxes 
and benefits if continued as at present under the existing law plus a 
one-sixth increase in retirement benefits only without any increase in 
the survivors’ benefits on the assumption of a $5.2 billion taxable 
payroll, using the $300 monthly ceiling, and on that set of assumptions 
I am of the opinion that the fund would not run dry as it does in this 
table but would conform more closely to the continued ability to pay 
benefits more in line with the projection table which the Board has 
prepared and submitted to the other committee in relation to the 
existing act. 

Mr. Hesetron. If I may interrupt, that is the table Mr. Harris 
referred to? 

Mr. Bronson. It probably is among those tables, yes, sir. 

Mr. Hesetron. I see. 

Mr. Bronson. I cannot speak really for this table because it deals 
with a completely different set of benefits, it deals with the vagaries 
of the interplay between social security and railroad retirement with 
respect to the 10-year people both benefitwise and taxwise, and I do 
not feel competent to express an opinion on this table. 

Mr. Hesetton. I happen to be a lawyer, and I am well aware of the 
wide differences of opinion that are expressed by competent experts in 
a great many fields based on the same set of facts but drawing different 
conclusions. 

Are you in a position to tell us whether the actuaries concerned 
with this in one way or another are generally in agreement or is there 
a sharp disagreement as to what would bappen to the fund should 
H. R. 3755 be enacted? 

Mr. Bronson. H. R. 3755, that is the operating groups bill? 

Mr. Hesevron. Yes. 

Mr. Bronson. As far as I know there has been no great disagree- 
ment with the findings which I have mentioned. In other words, what 
we did was to base our starting point on the Board’s cost results 
furnished for this bill with the 25-percent increase. Then we examined 
all these assumptions that I mentioned this morning and brought out 
a couple of places where we thought certain savings could be found 
owing to the changing pattern of employment and wages, pay level, 
salary scale, and so on, and hence brought out a somewhat larger 
possible benefit increase. 

The Board itself has, as I said this morning, given vears of thought 
to these actuarial assumptions, and we did not feel that we could 
challenge them except in a few of these minor respects. 

Mr. Hesetton. There was one matter brought out by Mr. Bennett 
the other day, when he called attention to the interest rate. I tried 
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to check up on that a little further over the week end because i: 
seemed to be a constructive suggestion, I compared it with othe: 
interest returns on some of the other Government funds. 

As I recall it the statutory provision is that there shall be an invest- 
ment which will show a return of not less than 3 percent. So ther 
is quite a discretion as to what they might do in terms of more incom: 
That would be extremely important in anything that would involv: 
$1 billion annual income. Did you hear that? 

Mr. Bronson. Last week? 

Mr. Hesevron. Yes. 

Mr. Bronson. His suggestion about seeking other sources 0! 
investment? 

Mr. Heseiron. Higher rates of return. 

Mr. Bronson. Yes. 

Mr. Hesevron. That is over and above anything that vou hav 
given us this morning, you have not taken that into consideration? 

Mr. Bronson. No, sir. As I said this morning we felt that sinc: 
the 3-percent minimum was the statutory rate and there is no imme- 
diate outlook for a higher rate from the Federal Government securi- 
ties.we would not presume to inject an assumption of a higher rate in 
such situation. 

The Cuarrman. Mr. Bennett? 

Mr. Bennerr. I have a question or two which may have been 
answered in my absence. This morning in answer to a question by 
Mr. Hale you discussed somewhat the merits of H. R. 3669. Is it 
vour opinion that that bill is actuarially unsound? 

Mr. Bronson. As I mentioned this morning my remarks on that 
measure have accrued you might say from my position as an observer 
to the hearings up to now. I feel that the investigations of the Rail- 
road Retirement Board’s actuarial staff, which bring out the cost of 
that bill at 14.12 percent of the taxable payroll, utilizing a $400 
monthly ceiling does extend quite a bit the so-called tolerance over 
and above the actuarial results, over and above the tax rate, shall | 
say, to a point of 1.62 and to that extent it is obviously less conser- 
vative in its actuarial make-up than when the tolerance is less or when 
there is no tolerance. 

Mr. Bennerr. Would you say it is unsound actuarily? 

Mr. Bronson. On the evidence that I heard from the two members 
of the Actuarial Advisory Committee in the Senate hearings I would 
say that it was actuarially unsound. From the evidence I heard from 
the Chief Actuary of the Social Security Board that reinforces my 
personal opinion on the matter. 

Mr. Benner. Will this bill, H. R. 3669, cost more than H. R. 3755? 

Mr. Bronson. Yes. The Railroad Board’s estimates on the two 
bills were—when I speak of H. R. 3755 I am referring to the benefits 
as modified by the operating group since the printed copy. 

Mr. Bennerr. Was it on your advice that they reduced that from 
25 percent? 

Mr. Bronson. No, sir, that was entirely on their own hook. | 
might say that I have proceeded on a completely independent basis 
with the group, they have in no way sought to, | do not want to use 
the word “‘influence,’’ but there has been complete independence, and 
I merely presented the findings as I gave them to you this morning. 
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Their proposal of going to the one-sixth increase is wholly their 
own. 

Mr. Bennett. What is the difference in cost in your opinion 
between 3755 and 3669? 

Mr. Bronson. The Railroad Retirement actuaries have produced 
the 14.12 estimate for the other bill and the estimate I have used as 
a reasonable cost was originally 13.50. That was the tax rate plus the 
l-percent tolerance. With the one-sixth increase, however, the 16% 
percent increase in retirement benefits, the cost as I bring it out accord- 
ing to the method I described would be somewhat less than that. I 
do not have the exact figure on this new one-sixth increase, but it 
would be something less than 13.5 against the 14.12 of the other bill. 

Mr. Bennerr. In order to straighten them out for the record it 
would be, you say, 14.12? 

Mr. Bronson. The 14.12 relates to H. R. 3669 and the something 
less than 13.5 relates to H. R. 3755 as modified to the one-sixth 
increase, 

Mr. Bennett. That would be about 1 percent difference? 

Mr. Bronson. Less than 1 percent, about 0.62. 

Mr. Bennett. That is all, Mr. Chairman. 

The Cuarrman. Mr. Dolliver? 

Mr. Douutver. Mr. Chairman, the witness, Mr. Bronson, has 
given us a very tough intellectual problem here, I am sure, to deal 
with this actuarial phase of the inquiry. Of course the profession of 
actuary is based upon the science of mathematics, is it not, sir? 

Mr. Bronson. Largely. 

Mr. Douuiver. For example, you calculate the expectancies from 
certain preconceived ideas on a mathematical basis, or in other words, 
you project your figures into the future based upon certain assump- 
tions, do you not? 

Mr. Bronson. Certain assumptions and certain basic data to work 
those assumptions into. 

Mr. Douutver. For example, in this particular type of legislation 
you have at least two assumptions which you have to deal with, one 
is the continuing high level of employment as opposed to a low level 
of employment; is that not true? 

Mr. Bronson. Yes, sir. 

Mr. Dotuiver. If you have a continuing high level of employment 
that would mean a continuing large volume of income for the retire- 
ment fund? 

Mr. Bronson. Yes. 

Mr. Douuiver. On the contrary if you have a low level of employ- 
ment it would immediately cut down the revenue to this fund; is that 
not true? 

Mr. Bronson. That is correct. 

Mr. Douuiver. So somewhere you have to make an assumption 
as to what level of employment is to be before you can start? 

Mr. Bronson. That is right. 

Mr. Douuiver. The other end of the line, you have to make some 
assumptions as to mortality, both as to those who are employed and 
as to those who are retired and if dependents are involved you have 
to take that calculation into effect? 

Mr. Bronson. Yes, sir. 
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Mr. Do.utver. Those are based on mortality tables which are 
the result of long experience in the insurance business and the 
actuarial science? 

Mr. Bronson. Yes. 

Mr. Doutiver. The point that I am making is that the results 
you get depend on the assumptions you start with is that not true? 

Mr. Bronson. That is correct. 

Mr. Douuiver. If you start with certain assumptions you get one 
result, and if you start with other assumptions you will get an entirely 
different result? 

Mr. Bronson. Yes, sir. 

Mr. Dotuiver. That applies not only to this field of retirement, but 
it applies to the business of life insurance where certain assumptions 
are started with in order to fix the level of premium of which you 
spoke to Mr. Hale this morning? 

Mr. Bronson. That is right. 

Mr. Douuiver. Of course you recognize this, do you not, Mr. Bron- 
son, that the Congress exercises a continuing function of supervision 
and legislative control of this whole field of railroad retirement legisla- 
tion? 

Mr. Bronson. I believe that is true, the Railroad Retirement Board 
makes its reports on what it finds and certainly it is subject to congres- 
sional review. 

Mr. Dotutver. The whole concept of this legislation was that this 
money was contributed by the railroad employees and the railroads, 
and in a sense it is not public money at all, but belongs to this par- 
ticular group of people. The Congress has the obligation of wisely 
administering it according to sound principles; is that not your idea of 
it? 

Mr. Bronson. That is right. 

Mr. Douuiver. So what I am trying to say is merely to point out the 
importance of the testimony which you and others in your profession 
will give to this committee. As Mr. Hale has said, the very heart of 
this legislation is to determine the sound and logical basis for the 
Retirement Act and giving as broad a coverage as possible while at 
the same time keeping it sound from an actuarial standpoint. Do 
you agree with that? 

Mr. Bronson. Surely. 

Mr. Douurver. That is all, Mr. Chairman. Thank you very much. 

The CHatrman. Mr. Harris? 

Mr. Harris. I was interested, Mr. Bronson, in your comment this 
morning giving your personal opinion on the proposed legislation by 
the nonoperating group, H. K. 3669. You prefaced it by saying there 
were a lot of questionable points and a number of ill-advised proposals. 
As I understand it that proposal is, No. 1, to increase the retirement 
annuities by approximately 14 percent. 

No. 2, it increases the taxable wage base from $300 to $400 a 
month. 

Three, it takes away any railroad retirement benefits from those 
railroad employees with less than 10 years of service and transfers 
such employees to Social Security. 

No. 4, it provides for an annuity for a spouse. 

No. 5, it coordinates the Railroad Retirement Act with the Social 
Security Act. 
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Is that your understanding of the proposal generally? 

Mr. Bronson. I believe that summarizes it very succinctly. 

Mr. Harris. Now which one of these are most objectionable to 
make it highly inadvisable? 

Mr. Bronson. Well, I do not know as I recall the exact items. 

Mr. Harris. What about the transfer of employees with less than 
10 years of service? 

Mr. Bronson. I think that is very objectionable. 

Mr. Harris. What about annuities for a spouse? 

Mr. Bronson. I think that depends upon where the emphasis for 
money to be spent is most important in the mind of the coverage 
group. As this gentleman pointed out, the employees and the railroad 
emplovers contribute the money, and it is hardly for one in my posi- 
tion to suggest where their money should be spent. The benefit for 
the spouse is a benefit that exists in the Social Security Act, but 
whether this coverage group feels that that is a more important channel 
to spend any savings that exist I do not know or whether to increase 
the retirement benefits. 

Mr. Harris. In other words, you feel that that is a policy matter? 

Mr. Bronson. Exactly. 

Mr. Harris. And if it is determined that benefits should be ex- 
tended to the wives, that other benefits would have to be reduced? 

Mr. Bronson. Yes, sir. 

Mr. Harris. Is that your personal feeling about it? 

Mr. Bronson. Yes, sir; on the assumption that you wish to stick 
with the present tax level. Now you can add benefits all over the 
lot, of course, if vou increase the taxes accordingly. 

Mr. Harris. Do you think then that the coordmating effort to tie 
railroad retirement in with the social-security program is advisable or 
inadvisable? 

Mr. Bronson. I think it is inadvisable in this halfway attempt and 
back-door way of doing it. I think straight coordination with a basic 
social-security benefit as a floor protection for every citizen is good 
and in fact is the only buffer you might say that we can have over 
the vears against inflationary uppings. 

Mr. Harris. That disposes of them all except the proposed in- 
crease on the taxable wage base from $300 to $400? 

Mr. Bronson. Yes, sir. 

Mr. Harris. I suppose you would want to say that that would be 
a policy matter, too? 

Mr. Bronson. I think that would be a policy matter because there 
again it depends on the people who are taxed in that bracket. 

Mr. Harris. In contrast to that, the bill H. R. 3755, as modified 
by the operating groups, merely proposes an increase in benefits to 
retired employees by approximately 16% percent? 

Mr. Bronson. Yes, sir. 

Mr. Harris. Extending the same percentage increase to minimum 
annuities under section 3 (e) providing of course that the minimum 
annuity shall not exceed the monthly compensation. That, together 
with an adjustment in computing insurance benefits. Is that about 
the only thing that the bill does? 

Mr. Bronson. Yes, sir; it is very simple, straightforward, easy to 
handle, easy to put it in effect immediately. 








246 RAILROAD RETIREMENT AMENDMENTS 


Mr. Harris. All right. I wish you would explain your table V 
which you introduced this morning. As I understand it the Retire- 
ment Board’s estimated cost for H. R. 3669 is 14.12 percent of payroll 
if this cost were paralleled to H. R. 3755, adjusted for the 0.46 percent 
savings which you found, that would permit an increase in benefits of 
25.2 percent. What does parallel mean there? 

Mr. Bronson. That means that as much as the actual estimates of 
the Board for H. R. 3669 came out at 14.12 percent of the payroll if by 
analogy we can say, ‘‘Well, what would straight increase on retirement 
benefits develop if such a cost were admissible?” then we would find, 
according to my figures, that it would be 25.2 percent. 

Mr. Harris. In other words, if applied to H. R. 3755, 14.12 percent 
of the payroll adjusted to the 0.46 savings would allow an increase to 
retirement benefits of 25.2 percent, is that correct? 

Mr. Bronson. That is correct. 

Mr. Harris. I am trying to understand just what is meant by item 
No. 2in table V. “‘Same, exclusive of 0.46 percent savings,’’ equal to 
19.7 percent. 

Mr. Bronson. The difference there is from my development this 
morning and the indication that I thought something of the magnitude 
of 0.46 savings could be found in certain of the Board’s assumptions 
which had not taken all the lift in payroll and salary scale into account 
that has occurred since the previous evaluation. 

Mr. Harris. In other words, if a little less than one-half of 1 
percent were deducted from the 14.12 percent of payroll, the estimated 
cost of H. R. 3669, you would still increase retirement benefits under 
the modified provisions of H. R. 3755 by 19 percent? 

Mr. Bronson. When confined to the retirement benefits exclusive 
of survivors, 

Mr. Harris. It appeared to me on first reflection that that is quite 
a reduction on proposed benefits on less than one-half of 1 percent of 
the payroll. 

Mr. Bronson. It makes quite a difference. 

Mr. Harris. That is all, Mr. Chairman. 

The CuatrmMan. Mr. O'Hara? 

Mr. O'Hara. I had this in mind this morning, and Mr. Harris’ 
question has again put it in my mind. 

Mr. Harris. Would you let me get that question on the record? 

Mr. O’Hara. Yes. 

Mr. Harris. For the record, what is the meaning of the term 
“tolerance’’? 

Mr. Bronson. The meaning of what? 

Mr. Harris. Tolerance. 

Mr. O'Hara. You are actuarially speaking now. 

Mr. Harris. Yes. 

Mr. Bronson. That was contained in my statement this morning, 
but it means in brief that when the actuaries bring out a single cost 
for a system as complex as this one and containing so many initial 
assumptions, anyone will admit that that figure cannot be meant to 
express absolute accuracy. I pointed out that in the earlier valua- 
tions, the second and third valuations, the Board’s actuaries had 
brought out two sets of figures, one on low-cost assumptions and one 
on high-cost assumptions, and that the range between those two was 
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several percentage points, but in the 47 valuation they came out with 
a one-shot figure. 

Now because of that range element and the uncertainties this one- 
shot figure has been used in the past as having implicitly in it a range 
of perhaps 1 percent one way or the other. Tt is that possible range 
or necessary range really which | mean when I refer to a 1-percent 
tolerance. 

Mr. Harris. Thank you, sir. 

The CHarrmMan. Mr. O'Hara. 

Mr. O'Hara. Mr. Bronson, your previous answer as asked by Mr. 
Harris, you have indicated that the additional benefits to a spouse 
would reduce the benefits to the employee. What I have in mind is 
how much if you can indicate? For example, | think it is true, cer- 
tainly it is true of civil-service retirement, that if you elect to name 
your spouse as beneficiary it substantially reduces the benefits due to 
the Government employee while he is living. Is that also true in 
your study of the provisions as to the benefits due to spouse in the 
Railroad Retirement Act as proposed? Do I make myself clear? 

Mr. Bronson. We are again getting into the cost figures for the 
other bill, which I do not put myself up as an expert on, but they do 
have a table that shows the cost of wives’ benefits alone at some one 
percentage point of payroll, and yet when you get into the interplay 
with the social security there are some offsets there. I would suggest 
that vour authoritative answer to that question be obtained from the 
actuaries who have really studied the other bill. 

There is of course a difference. If you have a certain amount of 
tax to use and you apply it to a list of benefits without a spouse's 
benefit included obviously it will go further in other directions than 
if you insert the spouse’s benefit and take up some of the contribution 
for that particular benefit. 

Mr. O'Hara. It either has to reduce the benefit to the employee 
and the other employees or the ratio of their contribution has to be 
increased. Is that a correct statement? 

Mr. Bronson. Yes. The usual retirement plan method of han- 
dling the benefit when there is a wife present is to take a reduction 
while they are both alive so that the fuil amount will continue to the 
survivor. That is something different than a spouse’s benefit in the 
sense that the Social Security Act provides that benefit because there, 
instead of taking a reduction when both the retired employee and his 
wife are alive, the Social Security Act gives an added benefit on the 
social idea that the cost for the two of them together would be more 
than when one of them has passed on. So you do have that dif- 
ference in the social-security concept of the wives’ benefit or allow- 
ance and the usual pension plan such as the civil service, for instance, 
where a reduction takes place. 

Mr. O'Hara. Well, in the civil service the reduction takes place to 
the Government employee, and it also takes place when he dies in 
the amount the spouse obtains by way of returns from the civil- 
service retirement, is that not true? 

Mr. Bronson. Exactly. 

Mr. O’Hara. There is some difference in both the theories; that is 
true, is it not? 

Mr. Bronson. Yes, sir. 








248 RAILROAD RETIREMENT AMENDMENTS 


Mr. O’Hara. Which is right in your theory? 

Mr. Bronson. I do not think you can answer it categorically. 
From a social viewpoint the Social Security Act is perhaps more 
realistic in realizing that the two of them have to be supported per- 
haps by the benefit, whereas the usual private plan or the civil-service 
plan is more on a basis of equivalent actuarial values. You take the 
single life annuitant at a higher amount or the joint at a lower amount, 
but actually the two are in balance. I do not think you can say either 
one is right. 

Mr. O’Hara. From actuarial soundness? 

Mr. Bronson. No. 

Mr. O’Hara. Let me pursue that just a step further. I wanted to 
ask you this question: If under the terms of benefits to the spouse 
the spouse is much younger than the beneficiary or the employee, 
there is the continuing obligation and the responsibility under the 
tables of mortality for a greater payment to the younger spouse? 

Mr. Bronson. Yes, sir; except that the spouse’s benefit would not 
commence unless she too were 65. 

Mr. O’Hara. She does not become a beneficiary until she is 65? 

Mr. Bronson. That is correct. 

Mr. O'Hara. That is all, Mr. Chairman. 

The Cuarrman. Thank you, Mr. Bronson. 

Mr. Bronson. Thank you, gentlemen. 

The CHairMan. I believe Mr. O’Brien is the next witness. 


STATEMENT OF CLIFFORD D. O’BRIEN, COUNSEL, ON BEHALF 
OF THE LOCOMOTIVE ENGINEERS, BROTHERHOOD OF LOCO- 
MOTIVE FIREMEN AND ENGINEMEN, ORDER OF RAILWAY 
CONDUCTORS, AND BROTHERHOOD OF RAILROAD TRAINMEN 


The CuarrMan. Give your name and the organization that you 
represent and your residence, please. 

Mr. O’Brizn. Mr. Chairman and members of the committee, 
mv name is Clifford D. O’Brien. I am a lawyer and I live and main- 
tain my offices in the city of Chicago. I appear here as counsel for 
the four operating brotherhoods, namely, the Brotherhood of Loco- 
motive Engineers, Brotherhood of Locomotive Firemen and Engine- 
men, Order of Railway Conductors and the Brotherhood of Railroad 
Trainmen. 

I do not have a prepared written manuscript to present. Our 
basic policies were pretty well covered in Mr. Shields’ statement. 
Our actuarial data was covered in the presentation of Mr. Bronson. 
My own statement to you will be necessarily somewhat piecemeal 
because I am going to try and tie together the loose ends that have 
not been mentioned by either of those gentlemen. 

Since my statement will deal in part at least with the subject of 
taxable pavrolls and other economic and financial factors involved 
in proposed amendments it seems fitting that I tell you something of 
my experience and training in the economic as well as the legal field. 

After some years of general practice I entered Government service 
with the National Labor Relations Board where for approximately 
2 years I was successively a trial examiner and semor litigation 


counsel. Since early in 1939 with the exception of naval service 
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during World War II I have represented labor organizations in the 
field of collective bargaining in proceedings before arbitration and 
other governmental and private tribunals, before legislative bodies, 
and in the courts, 

My knowledge of economics, particularly so much of that field 
as becomes involved in wage and other industrial relations cases, 
has been gained for the most part through actual experience. In the 
transportation field this experience has involved local and national 
railroad cases, maritime cases, local transit cases. 

Until very recently I have had very little direct experience with the 
railroad retirement system. I have handled litigation in the State 
appellate courts with respect to unemployment insurance cases. 
Just abouf a month ago, subsequent to the introduction of H. R. 
3755, the operating organizations retained me in the capacity of 
counsel. 

Since that time I have assisted them in making their presentation 
before the Senate subcommittee on the identical bill, 8S. 1353. I had 
the advantage of the teaching of the actuaries and other persons who 
testified there and who have testified here. With a little diligence on 
my part I think | have learned something of railroad retirement, at 
least I have added to what was previously a meager equipment on the 
subject. 

If the members of the committee have before them the comparative 
print of H. R. 3755 I would like to mention two subjects which may 
be regarded as somewhat ancillary to the main subject under discus- 
sion, but which have not as yet been covered to any extent at all in 
your hearings. 

Beginning at page 35 of that comparative print, near the bottom of 
the page, your legislative counsel has set forth certain portions of the 
Railroad Unemployment Insurance Act as a framework for a rather 
simple proposed amendment in that act which forms a part of H. R. 
3755. The actual change appears on page 49 of the comparative 
print and the change is simply a striking of two subsections of section 
4 of the Unemployment Insurance Act. 

Mr. O'Hara. What page? 

Mr. O’Brien. The change appears on page 49, Mr. O'Hara. 

The meaning of this proposed change requires a brief explanation 
of how one qualifies for benefits for unemployment or sickness, these 
sections which we seek to strike being disqualifying conditions, in 
other words, they disqualify the unemployed or sick employee from 
benefits. The statutory scheme of unemployment insurance proceeds 
on the basis of 14-day periods, thus if I commence unemployment 
tomorrow | may register with the appropriate office of the Board as 
unemployed. Then 1 must remain without assistance for a period of 
7 waiting days. Thereafter if I continue to be unemployed I will 
receive benefits at a rate much below my normal compensation for a 
period of 7 days. 

Thus in the first 14-day period of unemployment there is a 7-day 
waiting period followed by a 7-day period of the receipt of benefits. 
Then a new 14-day period ensues. In that and subsequent 14-day 
periods until I shall have used up any credits I am without benefits 
for the first 4 days and am in receipt of benefits for the ensuing 10 days. 

Thus after the first 14-day period has passed I am in effect on a 
5-day week with reduced pay because I receive compensation for 10 
days out of 2 weeks. 
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These two disqualifying subsections relate as you can see from thei: 
terms only to employees who ride on or operate trains, they do not 
disqualify other employees in railroad service under the same cireum- 
stances. The two types of disqualification are as follows: 

First, subsection 3, that is three little iii’s, disqualifies an employee 
who in any 14-day registration period earns the equivalent of 20 times 
his benefit rate. Now for practical purposes at the present rtae of 
pay in the railroad industry when we say 20 times the benefit rate we 
are talking about $100 because anybody in the railroad industry with 
earnings of $2,500 yearly earnings qualifies for a $5 benefit. 

So we are talking there of $100. This means that in a 14-da\ 
registration period after waiting 4 days an emplovee otherwise then 
qualified to receive benefits, who however went back to work some tin 
before the 14-day period was up and earned $100 is disqualified from 
benefits for the entire period. 

The small Roman numeral 4 disqualification section ties to that 
14-day period the preceding 14-day period and makes the disqualifying 
amount 40 times the daily benefit rate or approximately $200. That 
would disqualify an employee who in the 14 days preceding his unem- 
ployment had had good enough earnings to earn $200. 

Now I have told you that this would not apply to an employee except 
if he is in train and engine service, in vard service and dining car and so 
forth, such service as is involved in riding on trains. If for example a 
crane operator immediately following some unemployment or imme- 
diately preceding unemployment worked night and day to help elear 
wreck or wash-out and earned at an overtime rate well above $100 in 
the one case or $200 in the other case and then in one of these regis- 
tration periods the question came up he would not be disqualified from 
receiving benefits under these two sections. I think it is true and fair 
to say that these two sections, even if applying to all emplovees, would 
not apply so frequently to nonoperating employees because we do have 
in baggage-car service, in dining-car service, and in pullman-car service, 
emplovees who frequently earn or are credited with a very considerable 
amount of money in a relatively short period of time. 

Usually, however, that is at straight time rather than overtime 
rates, and these are the circumstances of that, and I take a typical case 

A pullman conductor owes his employer for a month’s pay 210 hours 
of credited service so that in a month his first 210 hours of service are 
credited to him at the straight-time rate and he receives his stated 
monthly salary for that. He cannot receive time and a half for any of 
his service until after he has passed the period of earning his month's 
pay. 

He does not receive additional compensation at straight time until 
he does. Many of those conductors are on relatively long runs, the 
longest being, I believe, between Chicago and the west coast. The 
pullman conductor running between Chicago and the west coast 
with his home in Chicago will have his longer lay-over period in 
Chicago. He will leave Chicago and be gone approximately 6 days 
over-all including a lay-over on the west coast. 

In those 6 days he will be credited with at least 100 or perhaps more 
hours of service because except for a short sleeping period in the night 
all his hours are credited hours. Assuming that he makes $315 a 
month, which is a relatively low figure for the 210 hours to get a dollar- 
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and-a-half rate, if he is credited with 100 hours on one of these trips he 
is credited with $150. 

That is $50 more than this $100 we talked about as 20 times the 
daily benefit rate. Ifa conductor had been unemployed for 8 days and 
thereby had 4 days’ unemployment insurance benefit coming and then 
went to work for 6 days during which he earned this $150 he would get 
nothing for those 4 days of unemployment under subsection 3, which 
we seek to strike. 

Similarly under subsection LV if he made two such trips and then was 
completely cut out of employment for the next ensuing 14 days he 
would receive nothing. This we feel is a discriminatory application 
of the act. I think I ought to tell you that this only applies against 
those men who are actually employed. While we do have many 
operating emplovees who do have two or more lay-over days in their 
regular assignments, those men are in no sense unemployed and do not 
qualify for benefits. 

This strikes only at the man who becomes either actually sick for the 
requisite period of time or is actually unemployed for the requisite 
period of time but who earns at a relatively fast rate on either end of 
his period of unemployment or sickness. We believe that whatever 
fine theory may have originally been behind these two subsections of 
the act, relatively little money is involved and a real burning source of 
irritation and discrimination can be eliminated by striking them. 

The other matter about which very little has been said and 
perhaps about which little need be said is the provision in H. R. 3755 
which seeks to credit for the purpose of the computation of survivor- 
insurance benefits up to $3,600 per vear or $300 per month. You will 
find that actual provision set forth on page 33 of the comparative 
print, where vou will see that the existing statute fails to credit any 
money in excess of $3,000 per vear. We seek to change it to $3,600. 

The history of that is very brief and simple. When in 1946 the 
Crosser Act amendments were put into effect, thus bringing to us for 
the first time survivor benefits which the Social Security Act credited 
up to $300 a month and $3,000 a year in the computation of survivor 
benefits, and this was made to march along with that, although at that 
time social security only credited $3,000 of earnings for any purpose, 
where as the Railroad Retirement Act already credited $3,600 in the 
computation of employee-retirement annuities. 

Since that time the amendments to the Social Security Act have 
credited $3,600 under that act for all purposes. The net effect of this 
is very little, but it would give credit to an employee for his earnings 
for all purposes under this act, not merely for retirement purposes. 

In the computation of the basic amount from which survivors’ 
benefits are computed in turn by fractions any money over the mini- 
mum $75 per month is only credited at a ten per cent rate, conse- 
quently to credit $50 more per month or $600 per vear can only mean 
a $5 additional amount in the basic amount. The highest survivor 
annuity that we have is three-quarters of the basic amount for a 
widow, which would give her an increase under this proposal of $3.75 
per month. 

The children’s and parents’ annuities are computed at one-half of 
the basic amount and an increase under this at the maximum would be 
$2.50 a month. Of course those increases would be on a sliding scale 
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to the extent that the employee’s earnings computed to a figure be- 
tween $3,000 and $3,600 per year. 

Those two amendments have not been seriously discussed, and | 
thought it well to mention them to you. 

I think the next part of my statement probably lends itself as well 
as anything to taking up some of the matters which were discussed 
between the members of the committee and Mr. Shields during his 
testimony the other day because the questions of the members of the 
committee fairly sharply pointed to the basic problems with which the 
committee is dealing. 

With your permission now I would like to review my check list on 
those questions and give you such information as I think will be helpful. 

Through Mr. Shields the chief executives of the Brotherhoods told 
vou that their membership does not now wish any extension of sur- 
vivors benefits and that the basic thing which they feel is essential is 
an immediate increase in benefits for retired employees. They do not 
seek to extend the coverage of the retirement system, unless and until 
a substantial increase in benefits to retired railway employees is first 
accomplished. 

Mr. Dotutver. I did not quite get that, would you repeat it? 

Mr. O’Brien. Yes, sir. The operating Brotherhoods wish first 
and regard as a burning demand an increase in the benefits now paid 
to retired railroad employees themselves. They put that ahead of any 
increase in survivor benefits or any extended coverage of the railroad 
retirement system such as would be involved in the creation of a so- 
called spouse’s benefit. 

Mr. Douutver. Thank you. 

Mr. O’Brien. Through Mr. Shields they also told you that they 
neither want an increased tax rate nor an increase in the taxable 
compensation. In this connection I think your committee will be 
interested to learn that these unanimously expressed principles have 
been adopted as a result of the operation of the democratic process in 
the most exact sense. Three of these four organizations held con- 
ventions last spring, summer, and fall. These are not annual con- 
ventions because they are very expensive conventions. Large num- 
bers from several hundreds to thousands attend with their wives, and 
they run over a period of one or more months, so that they are too 
big an expense to have annually, and they are usually triannually or 
every 4 vears. 

I can assure you also that the wives are heard, both directly and 
through the influence they have to bear as most wives have on us 
Americans. 

Mr. O’Hara. You can make that a universal statement. 

Mr. O’Brien. It is certainly true in this country, sir. 

One of the important subjects that receives major attention at 
these conventions is the railroad retirement system, and it came in for 
very material discussion over a period of days in many instances at 
the conventions of all three of these organizations, three of four. 
When the chief executives present the legislative program to amend 
the railroad retirement system to you they are expressing the synthesis 
of the opinions that come to them at these conventions. 

The program which was presented to you in Mr. Shields’ testimony 
is a distillation of the expressions which came out of those conventions 
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so that in a very real sense this legislative program does represent 
democracy at work. 

With that background I think I should like to talk with you first 
about the basic differences of social security and railroad retirement 
as we see them. 

The social-security system came into being about the same time as 
the railroad retirement system. There already existed in the railroad 
business the private pension system which in varving amounts was 
in effect on about 90 percent of the mileage in this country. You had 
no such general coverage in industry generally at the time social 
security commenced. In the railroad business you had a relatively 
highly skilled group of long-career employees, a somewhat more stable 
industry than many others, and it was conceived that by a system of 
mutual contribution from employer and employee a true retirement 
system could be effectuated under which the living standards of the 
retired employee and his family would not be materially different or 
down-graded from the living standards while an active workman. 

The original scheme of the railroad retirement contemplated, as it 
still contemplates, a much higher retirement system than is available 
under social security. While it credits the low-earnings employee 
somewhat more heavily than the high-earnings employee, as Mr. 
Bronson told you this morning, it does so by no means to the extent 
that is done with social security. The maximum under social security 
even with the 1950 liberalizations is an annuity of $80 per month. 
The maximum under railroad retirement at the present time is $144. 
Under the one-sixth increase which the operating brotherhoods pro- 
pose it would be $168, more than twice what is contemplated by 
social security. Even under the RLEA bill it would be in the $160 
neighborhood and almost exactly twice anything available under 
social security. 

In addition railroad retirement from the very outset contemplated 
a disability retirement system since very materially liberalized in 1946, 
but we have had the disability retirement concept with us during the 
lifetime of the railroad retirement system. So that the basic scheme 
of the railroad retirement, the benefits it was designed to produce, 
have always been different from social security, still are different, and 
still gives the retired emplovee, particularly under the disability 
feature, the form of coverage that he cannot get under social security. 

Additionally the scheme of financing has been different under rail- 
road retirement than social security. While not fully funded, the 
railroad retirement has been conceived to be and still is self-support- 
ing. Senator Douglas, after listening to the Senate subcommittee 
hearings, gave us a conclusion when he said there is implicit in the 
social-sec urity system a subsidy at some not too distant future date. 
We do not believe that there is implicit in railroad retirement a sub- 
sidy at any future date as now conceived. 

One gentleman did ask Mr. Shields what his views would be on a 
possible subsidy of railroad retirement. I think | can say to you 
that railroad retirement would deserve subsidy to the extent that and 
when it is necessary actually to subsidize social security, but as of 
now we feel we can go on the contributions of employers and our- 
selves without subsidy. 

That leads to a question which was raised by Mr. Bennett with at 
least two witnesses, and that is the question of the possibility of a 
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higher yield than the 3 percent which is now paid on special Treasury 
obligations representing the reserve of the railroad retirement. We 
believe that if it is possible anywhere to obtain a greater income viel 
with the same security that we now enjoy we should have the ad- 
vantage of that greater interest vield. 

The ‘Treasury does pay Civil Service reserve funds, the Canal Zone 
and the Alaska Railroad and in a number of other instances, 4 percent 
rather than 3 percent. The act itself contemplates investment. in 
securities yielding more but not less than 3 percent. We have given 
attention to the suggestion that we might be able to get more than 3 
percent on the securities of States and municipalities, but at present 
money prices we do not know of the availability of such securities. 

All of these brotherhoods maintain legal reserve insurance systems. 
Their chief executives are concerned with the investment of funds 
in those insurance systems. We can find no security at the present 
time legally eligible for our investments vielding more than 3'5 percent 
and for the most part we have to be content with a range between 3 
and 3} percent at this time 

Recent changes in policy of the Federal Reserve System and the 
Treasury have slightly raised the vield on Government securities. 
What may be the future in that respect we do not know now, but 
responding particularly to your questions, Mr. Bennett, we do not 
know where we can get better than 3 percent now with the same 
security, but if anyone can help us to do it either with the 4 percent 
that is paid to Civil Service or otherwise we would be happy to 
cooperate. 

A question was left unanswered concerning the average monthly 
earnings of operating and nonoperating employees. I have not had 
time over the week end to get any new figures on that question, but 
as of the latest figures which he found available, Mr. Leighty testified 
before the Senate subcommittee and | am glad to adopt his testimony 
on this question, $285 a month at present represented the average 
monthly earnings of nonoperating emplovees. That of course means 
that many of them make much more than that and some make less. 
As of December, 1950, which happens to be the last figure I have, 
operating emplovees averaged within a few cents of $405 a month 
prior to the application in those figures of any of the wage increases 
which I am going to mention a little later. 

So our average operating emplovee now exceeds $400 a month. 
We believe all of them at their present rates, unless most casually 
employed, would contribute additional taxes on earnings in excess of 
$300 a month whereas many nonoperating employees under that 
proposal would not contribute additional taxes at all. 

Mr. Heselton asked Mr. Shields also concerning the relative numbers 
of operating and nonoperating employees. 1 do not know of any 
exact aggregate figures, but as of fairly recent computation operating 
employees represented 22 percent of the total employees of the class I 
railroads and it would only be a minor fraction of the remainder that 
were not in the nonoperating employees. So that three-quarters to 
one fourth is a good round figure. 

A specific question was asked as to whether the operating brother- 
hoods would object to anyone being under social security where they 
would obtain greater benefits. I think the answer is no, no one could 
possibly object to that alone. I think a glance at the proposed 
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correlation of the railroad retirement system with the social-security 
system would show it would not accomplish what is contemplated by 
the question. The proposal whic h you have before you would take 
employees with less than 10 years’ service, transfer them completely 
to social security for the purpose of computing their benefits. They 
woud lose any possibility of even the minimums under railroad retire- 
ment although they had paid for some period less than 10 vears right 
up to the margin the higher taxes contemplated by the railroad retire- 
ment system. 

We believe that the entire question of social security and railroad 
retirement deserves very serious study but we see serious possibilities 
of injustices to individuals and to large groups in any haphazard or 
quick jump into a correlation with Social Security. 

One of the things I might mention that we have not been able to 
satisfy ourselves on goes into this question of the cost of the system, 
how much money it takes to operate the system. Without going into 
detail, the Retirement Board’s estimate of the cost of H. R. 3669 
assumes a net credit on a level cost basis of 0.25 percent of payroll 
inuring to railroad retirement from social security. The actuary of the 
Social Security Board has testified and has placed in your record, by 
an actuarial study which is here, his opinion that approximately 0.69 
percent on a level cost basis of payroll would move in a reverse direc- 
tion, in favor of social security and against railroad retirement. 

Now I am not an actuary but | do appreciate something of the 
importance of 1 percent of payroll in this subject-matter when the 
total we are talking about is 12!; percent, because that is one-twelfth of 
the money we have available to talk about. If we take the social- 
security point of view, we are 1 percent worse off than if we take the 
railroad retirement point of view. When the experts -are that far 
apart on the question of what H. R. 3669 would do by way of an 
adjustment between the two funds, I think some further study is indi- 
cated before we jump into that type of adjustment. 

So that when we say we do not object to putting anyone under 
social security where they would obtain greater benefits, we do not 
say that we are presently in favor of anything that is before this 
committee in relation to putting people under social security instead of 
railroad retirement. 

At pages 291 and 292 of the transcript where Mr. Heselton and 
Mr. Shields had a discussion about the 5-year provision there was 
some confusion I think. The 5-year provision in our bill does not 
change the existing law. The 5-year provision is a minimum period 
of qualification for the minimum annuity under the Railroad Retire- 
ment Act. We have not sought to change that. The only change in 
that respect that | know of before your committee is the change to 
10 years which would put all less than 10-year employees under social 
security to which they would look for all their benefits instead of the 
railroad retirement system. 

Some question was raised as to how much additional money might 
be raised by taxing an additional $100 per month. I do not have an 
exact estimate of that for you, but although I have quarreled with the 
carriers’ estimates on other occasions, witnesses on behalf of the rail- 
roads before the Senate subcommittee estimated that that would 
place an additional tax upon the class I railroads in the neighborhood 
of $33 million a year. It follows obviously that the same amount 
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would be taxed of their employees. Putting the other employers 
covered by the act into the picture, you get a figure somewhat closer 
to an additional $40 million a year. So that we are talking about an 
additional amount of money in the neighborhood of $75 million to 
$80 million a year. 

There is some question in the record as to the history of the dis- 
ability retirement features in the Railroad Retirement Act. 1 think 
I can cover that very shortly. The original act provided a disability 
retirement annuity for total permanent mental or physical disability. 
The 1946 amendment added the concept of occupational disability 
so that if an employee becomes disabled in respect to his regular oecu- 
pation, he may retire prior to age 65. 

That is of vital importance to the operating employees because 
they are highly skilled employees with a single set of skills. When 
they lose those in their mature years, prior to 65, they have to go 
back to the bottom of the ladder in other employment because they 
have this exclusive traming that does not fit them for employment 
elsewhere at all. 

There also remains some small question in the record about this 
change we have proposed from $25 to $50 in the so-called work clause 
for the survivors of a deceased railroad employee. That came up in 
some colloquy between Mr. Shields and Mr. Chenoweth on Friday. 

At the present time a person entitled to a survivor insurance benefit 
has a maximum on their monthly earnings of $25 per month. We 
propose to increase that maximum permissible earning in other 
employment to $50. 

There are two other important work clauses. One relates to the 
retired railroad employee, which was correctly described on Friday 
by Mr. Leighty, under which he is barred from employment covered 
by the Railroad Retirement Act but may seek any other employment 
and obtain any other earnings he may. The other important one is 
the clause relating to the retired employee who retired on account of 
disability. That is a special privilege which we do not seek to change 
but which would be changed by the terms of H. R. 3669 and we believe 
changed adversely to the interest of the employees we represent. 

At the present time—I am not speaking in the statutory language 
but roughly—a disabled employee may seek employment and may 
earn any amount until he has earned in excess of $75 for six consecu- 
tive months. Now the rationale of that statutory provision is no 
different from what is frequently done by private insurance companies 
with respect to persons drawing disability insurance benefits. It is 
to encourage the person to find employment and test himself out 
within a limited period of time with no reduction in benefits. We 
believe that is a salutary and progressive principle for disability 
retirement and we would reject any change in that at this time, 
whatever possible savings it might make to be expended otherwise 
under the act. 

That I think clears up our position with respect to any changes in 
the work clauses. The only change we seek is the raise to $50 for 
the work clause restriction for recipients of survivor insurance benefits, 
and $50 would conform in that respect with permissible employment 
under social security as we understand it. 

Mr. Douutver. | would like to pursue the though that you have 
expressed with respect to the relationship between the Railroad 
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Retirement Act and the social-security law. You do not reject all 
relationship between them, do you? 

Mr. O’Brien. No, sir. 

Mr. Dotutver. You merely say that you do not wish to increase 
the qualifying period from 5 to 10 years; that is the substance of it? 

Mr. O’Brien. No; it goes further than that. 

Mr. Doturver. Now will you please elaborate on that? 

Mr. O’Brien. One of the things to which we most seriously object 
is to take all employees with less than 10 years of railroad service and 
make them seek all their benefits through social security for which 
length of time they have spent in the railroad industry they have paid 
a considerably higher railroad tax. 

Mr. Dotuiver. There is a qualifying period of 5 years now, as I 
understand it. 

Mr. O’Brien. That is correct, for a minimum retirement annuity. 

Mr. Douutver. Under the railroad retirement? 

Mr. O’Brien. That is correct. 

Mr. Dotutver. Now during that 5-year period what is the status 
of the employee with respect to social security under the present law? 

Mr. O’Brien. I am not entirely familiar with social security, but 
[ think that unless he tied it in with other employment, unless he had 
some minimum coming, he would have nothing, except this, sir, if he 
reaches 65 quite shortly now under the new start provisions of the 
1950 amendments to the Social Security Act he might come in for a 
very substantial retirement benefit. In any event a very short 
period of employment may qualify him if he reaches 65 soon for a 
very substantial benefit. 

Mr. Douutver. That situation would be very unlikely for a man to 
be employed by the railroads at all at an advanced age, so he would 
reach the age of 65 before the close of the 5-year qualifying period; 
is that not true? 

Mr. O’Brren. I suppose there are exceptions to everything, but 
generally it is quite true. Few people start in the railroad business 
at an advanced age. 

Mr. Heserttron. Do you mean to say that all of the wives of the 
operating men are in accord that there should not be any protection 
for them? 

Mr. O’Brien. No, sir, I do not mean any such thing. I think 
what I meant to convey is that the wives of operating employees are 
at least as aware of their husband’s retirement problems as the wives 
of people generally are, and perhaps more so. 

I was discussing this with one of the chief executives Saturday, 
very informally, and he made this interesting observation which it 
seems to me must be true. That is, since operating employees spend 
so large a portion of their time away from home, the day to day details 
of their financial affairs, including the paying of their union dues and 
the handling of lots and lots of affairs of that kind, is most frequently 
left with the wife at home, and at least among the operating em- 
ployees with whom I have dealt over a substantial period of years I 
know that their wives are quite as aware of these problems as the 
men are. 

We have said that we want to see an immediate increase in the 
retirement annuities and that the compelling reason for it is the 
terrific impact of the lessening value of the dollar or the rising cost 
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of living on these people, particularly in respect to the food portion 
of their budget. Now in 1948 the Congress in its legislative judgment 
extended to retired civil-service employees a choice, that they might 
elect to receive immediately an additional 25 percent or $300 per 
vear, whichever was the lesser, or they might continue their then 
annuity and receive instead one-half of their annuity not to exceed 
$600 per year for their surviving spouse. I checked with the civil 
service people and about 80 percent of those who then had living 
spouses chose the immediate increase in the retirement annuity. 

My father is a retired civil servant, and if his family be taken as 
typical, my mother knew what was going on. She was alive and 
participated in his choice. 

It happened that 2 years later Congress in any event extended the 
survivor annuity choice to those people who had rejected it 2 years 
previously. But 80 percent of those who were in the position to make 
the choice, because they had living spouses, chose the immediate 
increase, and that is fairly representative of how our people feel now. 

Mr. Hesetton. I have at least in my own mind tried to think this 
matter through. I have a question as to whether vou can actually 
isolate the recommendations that are made to us with reference to 
either one of the bills and say that it tells the full story. 

For example, I have no doubt in the world but that the operating 
men, the skilled men for the most part, the men who receive the 
higher wages, have made some provision for their wives independently. 
Then it is true on some of the roads they still have a private pension 
plan in effect which may answer that need on the other side. But is 
there not a possibility that we might be looking at this with less than 
the full story if we simply reach the conclusion that there was no need 
to consider the widows and the survivors? I think it has been empha- 
sized by a number of the others that the problem of the person who 
becomes a widow unexpectedly and without perhaps having had the 
opportunity to set up this means of taking care of herself and depend- 
ent children constitutes a very real problem as to which perhaps some 
further information could be presented. 

Mr. O’Brien. I think it very definitely constitutes a real problem. 
It becomes a question of choice among desirable objectives, I suppose. 
We cannot in this system be all things to all people. Our disability 
retirement features of the act now cost approximately 25 percent of 
the total cost under the act and, if anything, we think that will rise 
rather than fall in relation to the total. We would not trade our 
disability retirement feature for some other seemingly desirable feature. 
That is a choice we know that our people would make. 

In relation to social security where presently there does exist a 
spouse’s benefit and where presently there are survivor insurance 
benefits somewhat superior to those available under the Railway Act, 
we think that that is one of the impelling reasons why an extensive 
study of this whole correlation problem should be made. We think 
there may be a way to achieve a change by putting social security 
benefits as a floor for everyone in the railroad industry and then 
reconstituting the system of railroad retirement benefits on top. But 
there are problems in connection with that. if we could only make 
just a fresh start, it would not be so complicated. But we have a 
tremendous prior-service liability and responsibility for prior service, 
including service prior to 1937, which is by no means discharged. 
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That and the situation for those employees already retired and for 
the remaining railroad pensioners would have to be ‘studied and very 
clear provisions worked out before you could create this social security 
floor. 

lL am not authorized to advocate that kind of scheme on behalf of 
the operating brotherhoods but I am authorized to say that they 
would welcome its study and cooperatively participate in suc a study. 

Mr. Hesnxton. Mr. Shields said that he would think possibly a 
year’s experience would be all that would be required to determine 
whether there was sufficient additional reserve to undertake some 
program, whether limited or liberal. Do you share that opinion? 

Mr. O’Brien. I would not attempt to say how much of # study in 
terms of length would be involved, Mr. Heselton, but I am satisfied 
that it would be an intense and comprehensive study. It is not 
only the question of what money might be available from present 
taxable amounts under the Railroad Retirement Act; there comes 
the question of what would be the savings features. I do not want to 
discuss this extensively, but it is said by actuaries and other experts 
in the field that because social security has such broad coverage it 
can operate less expensively over-all than even so broad a single 
industry as the railroad industry in respect to one of these benefit 
systems. 

We think, therefore, that there may be a real saving by having our 
people covered up to the social security level, which we regard as 
minimum under social security or its equivalent, and then buiiding 
our own system on top of that. In other words, if we can get some- 
thing better from social security for less money, long term, our mothers 
did not raise such foolish children that they are going to turn that 
down. 

Mr. O’Hara. Mr. O’Brien, it is not quite clear te me, and part of 
it is due to my unavoidable absence when the question of social- 
security coverage was discussed here the other day, but what happens 
to those employees if you raise the maximum to 10 years who are 
covered by the social-security law, what happens to those employees 
who live beyond the 10 years and is their pro rata attainment of 10 
years in the social security then credited in the railroad retirement, 
or how does that work out? 

Mr. O’Brien. There is a provision in the Railroad Retirement 
Act at present, which we do not seek to change, which provides for 
correlation between social security and railroad retirement, largely, 
as I understand it, on a survivor-benefit level. We do not seek to 
change the existing system at this time. 

Under H. R. 3669 a person with less than 10 years of service in 
the railroad industry would look completely to social security for 
benefits for himself and his family with the exception of the provision 
for the residual amount which I think was adequately described in 
Mr. Schoene’s testimony. We think there is more to it than that. 
The actuary for the Social Security Board in an attachment to the 
Administrator’s report has raised some questions on that as to the 
wives having substantial coverage under social security on their own 
account and as to many employees under railroad retirement with 
more than 10 vears service also having social-security employment 
in sufficient amount to entitle them independently to benefit from 
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their social security. I am not very familiar with the details of 
social security and I do not think I can competently discuss it. 

Mr. O’Hara. There is some duplication, is there not, with relation- 
ship to the benefits which are due a widow of a railroad employee 
who would be entitled to old-age assistance benefits, to widows and 
orphans who would be entitled to certain benefits under the Social 
Security Act, whether the spouse contributed anything to it or not, 
as there are in additional benefits for disability, the right of recovery 
by railroad employees under the Emplovers’ Liability Act? There are 
some duplications, are there not, in all these matters? 

Mr. O’Brien. I am not familiar with all the details of that, but 
there are some. 

Mr. O’Hara. Would you say as a matter of soundness that the 
higher paid operating employees do not receive the benefits under 
the Railroad Retirement Act that the lower paid employees receive 
proportionately? 

Mr. O’Brien, I think that is perfectly plain, sir, from the annuity 
formula itself. The first $50 is presently credited at a weight of 
2.4 percent. The next $100 is credited at a weight of 1.8 percent, 
and the remaining $150 of taxable compensation at a rate of 1.2 per- 
cent; and those annuities are then determined on that basis multi- 
plied by the number of vears of service up to 30. The consequence 
plainly is what is called a bent formula and the lower paid employee 
receives a greater credit for his lower earnings than the higher paid 
employee receives for higher earnings. It is by no means a one-for- 
one system as Mr. Bronson mentioned this morning. 

Now we are not complaining about that. We are complaining 
about its extension at this time. Our proposal would keep that 
formula in proportion. 

Mr. O’Hara. Let us take a conductor, for example, who is making 
$400 a month. He is not receiving the extent of the payment he 
contributes as the employee who is paid $100 a month. That is 
true; is it not? 

Mr. O’Brien. Not in proportion; no, sir. 

Mr. O’Hara. Of course at least in some respects it does amount to 
a discrimination against the older employees whose years of service 
have developed their abilities and allowed their employers to place 
greater responsibilities upon them; is that not true? 

Mr. O’Brien. I think so. In Mr. Shield’s statement we called it 
the social principle and we did not quarrel with it; but we did not 
want to extend it further. We are bearing a disproportionate part 
of the cost in relation to the benefits we receive as higher paid em- 
ployvees. However you philosophize that, it remains a fact. 

Mr. Bennett. Of course that is true under our tax system too; is 
it not? 

Mr. O’Brien. Yes, sir; it is definitely true under the income-tax 
system. Of course the higher earnings the railroad employee has, 
the higher his proportion of income tax also. 

Mr. Bennett. I mean there are some people who pay 20 cents 
on a dollar and others who pay 50 or 60 cents and who get no more 
benefits, relatively speaking, for the additional amount they pay. 
It is simply based on the ability to pay. 

Mr. O’Brien. There are many arguments about that. It might 
be said that the people with the real high earnings who pay the sub- 
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stantially higher percentages do have the greater benefit from the 
existing of our form of government and our scheme of things and 
might well pay for it. 

Mr. Bennett. Is one of your main objections to the nonoperating 
bill the taxing of $400? 

Mr. O’Brien. Yes, sir. 

Mr. Bennerr. If that were taken out of the bill, would you be 
inclined to go along with it? 

Mr. O’Brien. | think it is perfectly plain, from the estimates that 
the Board’s actuaries have made, that if you took that additional 
taxable money out of the bill you would not have enough money to 
pay the scheme of benefits contemplated by H. R. 3669. 

Mr. Bennerv. Is it fair to say, then, that the nub of the difference 
between the two groups of railroad people, railroad brotherhoods, is 
due to the taxing of the $400? 

Mr. O’Brien. | think there are three primary differences and a 
number of subsidiary ones. The additional $100 is one of the primary 
differences. What we call the priority order of possible increases is 
another, because we want to see, up to at least a substantial increase, 
that the retired emplovee comes first ahead of the survivor benefi- 
ciaries. The third difference is the extension of the coverage to 
spouses. Those are the three major differences. 

Mr. Bennerr. Now as to the difference with respect to the survivor 
beneficiary, you say that as of now you would rather simply take 
care of an increased retirement and leave the survivor beneficiary go 
to some later period for future study. The thing that puzzles me is 
that, as IT understand it, in both of these bills you are stretching the 
amount that the retirement fund is probably capable of paying almost 
to the limit, still keeping it a sound stable fund which everybody 
wants to do. If that is the case, how soon can you take care of these 
survivors by increasing the benefits? 

Mr. O'’Brren. I will answer the question indirectly by saying this. 
When questioning started I was actually shifting files to take up the 
portion of my statement in relation to the forthcoming taxable pay- 
rolls. With the taxable payrolls that we see for the reasonably fore- 
seeable future at least we do not think that we ‘are straining the 
system to the maximum. 

Mr. Bennett. You have reduced your plan here from 25 percent 
to 16 percent? 

Mr. O’Brien. That is correct. Originally we had proposed in the 
legislation 25 percent across the board increase for retirement bene- 
ficiary and also for survivor beneficiary. After Mr. Bronson had 
made his analysis in substantially the form in which he gave it to 
your committee this morning there were several policy discussions in 
relation to this matter. It was determined that there was not suffi- 
cient money available at the present time to do any more than give 
a much-needed increase to the retired employees. 

Mr. Bennetr. That is just to the point. Where is the money 
going to be available in the future to pay it? 

Mr. O’Brien. Under H. R. 3755 as modified? 

Mr. Bennett. Under any bill. 

Mr. O’Brien. That is exactly the next portion of my statement, 
Mr. Bennett. I can say this, that we have before us in the form of 
materials filed with the Senate subcommittee subsequent to its hear- 
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ings an estimate by the Board’s staff of a taxable payroll for the year 
1951 of $5.4 billion. Where they quarrel with us is in what I should 
like to call the relatively remote future, 10 years or more from now. 
They say we are going to have cyclical depressions, that the railroads 
will lose some portions of the Nation’s traffic that they now carry, 
that technoligical improvement will reduce man-hours, and therefore 
they have to be conservative in estimating something less than that 
$5.4 billion payroll for 50 years or more on a level-cost basis. 

We are a little more believers in the dynamics of our economy, 
including the dynamics of the railroad industry, and the facts have 
outrun every estimate that the Board’s research staff and the Board’s 
actuaries have made in the past as to the level of taxable payrolls. 

I would like to make a longer statement on that than merely to 
answer your question, but we think we know something about the 
railroad industry, we certainly know something about the resistance 
that organized labor in the railroad industry will make to reducing 
levels of employment in the railroad business. We think instead of 
that, the next thing that will happen will be some further reduction 
in the straight-time hours of work and when we reduce hours of work 
we do not reduce take-home pay as a matter of principle. 

Mr. Bennerr. I know, but what you are saying is that you want 
increased retirement benefits now and you want to leave survivor 
benefits dangling in the air until a year from now or some future time 
when you can determine more clearly than you can today what the 
status of this fund will be. Can you answer in a few short sentences, 
in view of the actuarial testimony given here, where you feel the 
money is going to come from if this increase is made now for retire- 
ment annuitants? Where is the money coming from in the future to 
pay and when do you expect it to be available? 

Mr. O’Brien. I think it is available now. 

Mr. Bennerr. If it is available now, why not take care of it now? 

Mr. O’Brten. | think it is available and this question requires a lot 
of study. I think it is available in putting all of our people and their 
families under social security at social-security costs and reconstituting 
and rebuilding the railroad retirement system on top of that. If social 
security can pay the survivor benefits and the spouse’s benefits that 
it now pays at 3 percent of the payroll going to a maximum of 65 per- 
cent of payroll, then I think it is a bargain we cannot afford to pass up. 

Mr. Bennerr. But you are objecting now to any transfer from the 
railroad retirement to social security under this 10-vear minimum. 

Mr. O’Brien. H. R. 3669 would not make that type of transfer, 
Mr. Bennett. 

Mr. Bennerr. Well, it would give the survivors of the worker the 
benefit of the higher survivor’s annuity. 

Mr. O’Brien. Merged in with and out of our existing level retire- 
ment system. 

Mr. Bennerr. Let us take that one feature without otherwise inter- 
mingling the two systems. What is your basis for objecting to giving 
a survivor under the Retirement Act at least the equivalent minimum 
benefit he would be entitled to under social security? 

Mr. O’Brien. The only objection we have at this time is that a 
workable scheme for that has not been put forward and under existing 
tax rates and taxable maximums we do not see the money unless we 
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take it away from the increase which we believe the retired employees 
are entitled to as a matter of priority. 

Mr. Benner. Do you realize that the survivors are confronted 
with the necessity of paying higher living costs as well as the people 
who are retired? Where is the justification for delaying the meeting 
of this particular problem until some future time? Where is the basis 
for it? 

Mr. O’Brien. Perhaps the only justification that 1 can offer, Mr. 
Bennett, to myself is that an acceptable workable scheme to that end 
is not before us. If I personally had it to do, I would get at the job as 
quickly as possible. 

Mr. Bennett. Why not get one now? 

Mr. O’Brien. I think that is what is indicated, but | think it has 
to be a subject of intense comprehensive study. 

Mr. Bennetr. You would rather run the risk of spending all the 
money available to pay retirement annuities and let the future take 
care of the survivors? 

Mr. O’Brien. No. Even on the facts before this committee now 
we are not stretching it to the limit. Mr. Bronson has said that if we 
stretched it to the limit, in his opinion, based on a $5.2 billion payroll, 
and I think that is a little low, we could take 18.7. We are asking for 
16%. There is 2 percent that we have not asked for right there. 

Mr. McGuire. Mr. O’Brien, at your convention did the women 
express themselves as favoring any increase in survivor benefits? 

Mr. O’Brien. I was not a participant in the convention, Mr. 
McGuire. I was only speaking generally. Presumably they would 
like that. 


Mr. McGuire. Why did you drop it from your bill, H. R. 3755? 
e 


) 

Mr. O’Brien. The consensus of the convention was that the prim- 
ary need was an increase in benefits to the retired emplovees. 

Mr. McGuire. I thought you testified before that the auxiliary 

Mr. O’Brien. I said that these men who come to these conventions 
and the auxiliary conventions simultaneously are largely accompanied 
by their wives and they are familiar with and know what goes on in 
these conventions and their sentiments have their effect, whether they 
speak them directly or through their husbands. 

Mr. McGuire. | think I heard vou tell Mr. Bennett vou did have a 
provision for survivor benefits in vour original bill; is that right? 

Mr. O’Brien. That is correct. The bill as originally introduced 
would effectuate a 25-percent across-the-board increase for al] survivor 
insurance benefits as well as retirement benefits. 

Mr. McGutre. Is it true that your people objected to an increase in 
the taxable wage base from $300 to $400 per month because they would 
be required to pay a disproportionate share of the increase? 

Mr. O’Brien. That is part of it, sir. Our average is now in excess 
of $400, and we have forthcoming wage increases on the table that 
have not vet been made effective, which will bring our average well 
above $400 per month. So that considerably mere than half of the 
operating employees represented by these four organizations would pay 
the maximum amount of additional tax. Under our own proposal for 
retirement annuity all that money over $150 wouid only be credited 1.4. 
The consequence is that this would give you new money from our 
higher paid people in the same manner that Mr. Bronson testified this 
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morning to your committee there now is some money available because 
of a shift in the wage pattern upward, because under the formula 
under which annuities are computed, as a man’s wage goes up you need 
less of his own wage to pay his own annuity with and there is more of 
the money that results from his wages available for other purposes 
under the act. 

Mr. McGutre. You are not objecting to an increase in the taxable 
wage base because the employees you represent do not need retire- 
ment benefits as badly as the lower paid workers, are you? 

Mr. O’Brien. No, sir, not at all. I think Mr. Shields’ statement 
gave you some figures. The average retired operating employee at 
the present time has an annuity of approximately $104 and the aver- 
age annuity over-all is about $83 or $84. So that we are not so rich 
that we can afford to pass up any available, reasonably available 
additions to our retirement annuities. On the contrary, we are here 
asking for increases as quickly as possible. 

Mr. McGuire. I think Mr. Shields testified that of the employees 
who retired in 1949, 35 percent did so for disability reasons. 

Mr. O’Brien. I think there were 37 percent of the people who 
retired in the last year for which we have figures who retired for dis- 
ability reasons, 36.8 or something like that. But among the operating 
group in the same year the figure was 42.8 percent. 

Mr. McGutre. Then from these figures we can assume that on 
disability retirements the operating employees average roughly 6 
percent over the so-called nonoperating employees; is that right? 

Mr. O’Brien. It would be a little higher than that because if you 
take the operating employees out of that 36.7, that figure goes down 
somewhat. 

Mr. McGurre. Would you say that retirement on account of dis- 
ability represents a departure from the principle of getting whet you 
pay for? 

Mr. O’Brien. I do not. That raises the question in this survivor 
benefit thing that I would like to illustrate. There is no question 
that if a railroad employee is retired at $100 a month and his neighbor 
next door is retired under social security at $80 a month, has his wife 
living with him past 65 and they receive an additional $40 on that 
account, making theirs $120, that our railroad man who paid higher 
tax rates in his working years feels put upon. But he is inclined to 
forget something, that nothing happened to him to disable him during 
his lifetime, and that is that he had this disability coverage which, 
as I told you, costs 25 percent of the gross cost of the railroad retire- 
ment system today. Now whether he realizes it or not, he had the 
benefit of that, and we have shown you that of operating employees 
who retired, more than 40 percent qualify for that benefit, need that 
insurance. 

Mr. McGutre. It is similar to a person who has had a personal 
accident policy and paid for it for 30 years without collecting a cent; 
he should not complain because he did not get hurt. 

Mr. O’Brien. He had the coverage. Curiously, our people who 
carry fire insurance on their homes do not compiain when somebody 
else’s home burns down and they collect insurance. Where they 
escaped disability they seem to forget they had that protection. 

Mr. McGutre. If a greater percentage of operating men are retired 
for disability, these men in essence are being subsidized by the rest of 
the system, are they not? 
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Mr. O’Brien. To a slight extent. Of course they carry by higher 
earnings a good share of the total cost; employers pay an equal amount 
because of their work and earnings. There may be some factor there 
of advantage to them. Iam sure it is not as great as the disadvantage 
of the bent formula in the computation of their annuities. 

Mr. McGurre. How can you object to increasing the taxable wage 
base on the grounds that it will result in your people paying a slightly 
higher part of the increase when it can be demonstrated that your 
people are now being subsidized through the disability provision? 

Mr. O’Brien. I would not regard it as a subsidy in that sense. I 
think it is a partial recoupment perhaps. 

Mr. Harris. Mr. O’Brien, you would not want to leave the impres- 
sion that most all retired under the Old-Age Survivors Insurance 
Act receive the maximum? 

Mr. O’Brien. By no means. 

Mr. Harrrs. In comparison with his next-door neighbor where the 
average railroad retired employee was receiving $84? That feeling 
you described would not be so apparent? 

Mr. O’Brien. I had to get a figure which with the spouse’s benefit 
would put the old-age and survivor recipient higher than the railroad 
recipient. 

Mr. Harris. I appreciate that, but if you want to make a compari- 
son you want to use the maximum in both cases. 

Mr. O’Brien. In that case it would be $144 against $120. 

Mr. Harris. That is right. 

I was interested in your comment here about the bill as originally 
proposed, H. R. 3755, carrving increased benefits across the board. 
Is that contained in the language of the bill as introduced? 

Mr. O’Brien. It is the effect of the bill as introduced, Mr. Harris, 
with the exception of the eainp I mentioned which would credit 
up to $3,600 instead of up to $3,000 in the computation of survivor 
annuities. At its maximum that would increase a widow’s benefit 
along with the 25 percent a total of 38 percent. 

Mr. Harris. Now has the amendment, according to your revised 
proposal, been offered here for the consideration of the committee 
where the increased benefits would apply? 

Mr. O’Brien. Not in statutory form but it would be a relatively 
simple job, and with the permission of the committee I could present 
that without commenting on it. 

Mr. Harris. As we have it now the bill proposes an increase clear 
across the board? 

Mr. O’Brien. That is correct. 

Mr. Harris. What your organization is recommending is that the 
increase apply only to the retired employees and not to the survivors? 

Mr. O’Brien. That is correct. 

Mr. Harris. You have not submitted specific language on that yet? 

Mr. O’Brien. No, but with your permission I shall do that. 

Mr. Harris. I think it would be advisable to have it, Mr. Chairman. 

The Cuarrman. If there are no further questions, the committee 
will adjourn until 10 o’clock tomorrow morning. 

(Whereupon at 4:35 p. m., the committee recessed, to reconvene 
at 10 a. m., Tuesday, May 22, 1951.) 
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TUESDAY, MAY 22, 1951 


Houser or REPRESENTATIVES, 
CoMMITTEE ON INTERSTATE AND ForREIGN COMMERCE, 
Washington, D. C. 

The committee met, pursuant to adjournment, at 10 a. m., in room 
1334, New House Office Building, Hon. Robert Crosser (chairman) 
presiding. 

The CHarrMan. The committee will be in order. 

We will give Mr. O’Brien a little time to finish this morning. 


STATEMENT OF CLIFFORD D. O'BRIEN, COUNSEL, ON BEHALF OF 
THE LOCOMOTIVE ENGINEERS, BROTHERHOOD OF LOCOMOTIVE 
FIREMEN AND ENGINEMEN, ORDER OF RAILWAY CONDUCTORS 
AND BROTHERHOOD OF RAILROAD TRAINMEN-—Resumed 


Mr. O’Brien. Mr. Chairman, yesterday at recess I asked for 10 
minutes more. I think | can make it shorter than that. 

Mr. Shields testified before your committee last Friday and made 
the point several times that from the funds available to pay increased 
benefits under the railroad retirement system he felt there was not 
enough to pay increases to both retired employees and their survivors 
unless the result would be to spread the increases so thin that they 
would not assist anyone. I have a few figures which illustrate that 
statement which I think may be helpful to the committee. . 

At the present maximum retirement annuity of $144 a one-sixth 
increase would be an increase of $24, making the maximum annuity 
$168. But the present maximum allowance to a widow is around 
$41; a one-sixth increase on $41 is about $6.85 only, making her 
benefit $47.85. The present maximum for a child or parent is around 
$27.35; a one-sixth increase there is only $4.55 and the resulting 
benefit would be something less than $32 a month. 

If we go down to the averages, we see an even thinner spreading 
applying a one-sixth increase. The average annuity at this time is 
$83.38. That is as of the end of 1949. One-sixth increase on that 
sum is $13.90 to make the new benefit $97.28. 

When we go over to the widow, however, we find that the average 
widow’s allowance is $30.33. A one-sixth increase would be oaly 
$5.11 to produce a monthly benefit of $35.44. 

We get an even thinner picture when we move to the child’s benefit 
which now averages $17.39. A one-sixth increase would be $2.90 or a 
total monthly benefit of $20.29. 

Now the Board told us—although I do not agree—that there was 
presently available funds to support an increase across the board of 
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10 and a fraction percent. We think there is more than that. Mr. 
Bronson told you we could stand on across-the-board increase of 14.3 
percent. But taking that 10 percent figure and applying it for the 
moment to the existing benefits for survivors, we find that for the 
average widow that would produce an increase of only $3.03 and for 
the average child beneficiary an increase of only $1.75. 

So that when we say that to spread an across-the-board increase 
from available funds is to thin it out so it would do very little good, we 
have figures to support that statement. 

Turning now briefly to the question of taxable payrolls, in response 
to questions from Mr. Bennett yesterday, I summarized what I would 
like to expand upon a little bit this morning. The Retirement Board 
has furnished to us and to the Senate committee—and I am sure would 
be glad to furnish to this committee—its estimates of taxable payrolls. 
They furnished their methodology for the fourth valuation in estimat- 
ing taxable payrolls and they have furnished more recent estimates of 
taxable payrolls. The estimate for the present year, which they filed 
with the Senate committee last Saturday, is $5.4 billion. That is 
about the figure that we, too, would estimate. 

However, their estimates for years substantially in the future do not 
coincide with ours. Those estimates are worked out by economists 
rather than by actuaries, and they are based on economic projections, 
intelligent guesses, let us call them, as to what will happen to our 
economy in the future and what its impact upon railroad payrolls 
may be. 

Without going into great detail, I have examined their written ma- 
terial on that subject and L think it has an undue element of conserva- 
tism in it. I think it quite proper that they do proceed on con- 
servative elements and this is not said by way of criticism at all. I 
think it is also true that the actuaries’ estimates are generally con- 
servative and have proved so in at least the number of years of experi- 
ence we have with the Railroad Retirement Act. The actuaries tend, 
by the very nature of their profession, to overestimate costs and to 
ynderestimate income. And I think the Board’s economic staff has 
also underestimated income in the future. 

The estimates of both income and outgo contained in every one of 
the four valuations of the system that we have had thus far have 
proved low on the income side and high on the outgo side. Varying 
percentage figures may be shown on that, but in all instances they have 
exceeded 10 percent. That is to say, they have underestimated their 
income by 10 percent and overestimated their outgo by 10 percent or 
more in every one of these careful triennial valuations. 

In examining the payroll estimate methodology they have failed to 
take account or failed to give adequate weight to those factors which 
caused increases in wage rates. Additionally they have underesti- 
mated the traffic of the railroads. One of the methods by which they 
estimate traffic is to work from population figures and estimates of 
production. Their high estimates on production, the last one I have 
seen, was that in 1957 we would reach an index of productivity of 
around 220. We reached an index of productivity of 220 in January 
of 1951. 

Their low estimate gave us that index of productivity in the 1960's 
some place as compared with the fact that we already have a rate of 
productivity measured in an index basis of 220. 
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The productivity of the country has a direct bearing of course 
upon the traffic available to the railroads and, in turn, the amount 
of traffic the railroads have has a direct bearing on the man-hours 
and consequently on the payrolls. So I say to vou that these esti- 
mates have been proven to be on the conservative side. 

Additionally they have assumed at cyclical intervals of either 10 
or 11 years, periods of depression lasting variously 1, 2 or 3 years. 
I think it is a sad commentary on our economy if we have not learned 
enough by now to keep out of these periodic depressions. 

I think also they have failed to take account of what has happened 
in the railroad industry, particularly since the conclusion of hostilities 
in World War II, in relation to the reduction in man-hours for units 
of traffic handled. What has happened is this: There has been a 
terrific dieselization which is reaching the end of the line. There 
is a limit as to how far the railroads may dieselize. The process of 
dieselization of course has reduced man-hours terrifically. 

In addition, in September, 1949, the ponoperating employees went 
generally from a 48-hour straight time workweek to a 40-hour straight 
time workweek. Concurrently with that change the railroads proved 
their efficiency and their ability to reduce the necessary man-hours 
by compressing all the work they possibly could into 5 days instead 
of 6, and they did a magnificent job of it. But again, too, on that 
point they have nearly reached the end of the line. 

There is impending a reduction in yard work from 48 hours to 40. 
The railroads tell us that in yard service it will not be possible to 
compress the necessary hours of work into 5 days to anything like 
the extent it was possible when the nonoperating employees made 
that shift in straight-time hours. 

Accordingly, it is my opinion, without going into great detail, 
that the estimates of reduced man-hours relied upon by the Board 
in projecting its payroll estimates are overstated; that it will not be 
possible in the future to reduce man-hours to anything like the extent 
which has occurred between 1946 and 1951. 

There is one other factor which probably has a relatively small 
effect in their estimates and that is that there is presently on the 
table for yard employees in this still unsettled wage dispute an in- 
crease as of April 1 this vear of 33 cents an hour, and the Board’s 
estimates only take into account 18% cents an hour of that, leaving 
1444 cents an hour out of their estimates. That only applies, however, 
to yard operating employees, constituting somewhere in the neighbor- 
hood of 135,000 or 140,000 employees. 

Taking all these things into consideration and having a great deal of 
confidence in the dynamics of our industry generally, increases in 
productivity generally in this country, and believing that the railroads 
will continue to get their share of that, we think that a $5.2 billion 
taxable payroll with a $300 monthiy maximum taxable compensation 
is a reasonably conservative level projection. 

I think, Mr. Chairman and members of the committee, that con- 
cludes the statement I should like to make. 

The CuarrMan. Are there any questions? 

Mr. O’Hara. Mr. Chairman, I would like to ask a question or two 
that I did not get a chance to ask yesterday. 

Mr. O’Brien, do you feel that there is a necessity with the infla- 
tionary conditions which we have and the increased cost of living, for 
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a general increase in the retirement benefit to these employees to 
meet the conditions which they must face? 

Mr. O’Brien. Yes, sir. Demonstrably they now have, even with 
the 20-percent increase which was made effective in 1948, not much 
more than half the purchasing power they had at the time the act 
went into effect with the same money. There has been an 80-percent 
increase in the price index and more than 100 percent, I think it is 
115 percent, in the food component of that index. Of course, food 
is the first thing a fixed income person must buy. 

Mr. O’Hara. But your recommendation is for a 16%-percent 
increase? 

Mr. O’Brien. 16%, or one-sixth, Mr. O’Hara. 

Mr. O’Hara. As compared to the basic point, an 80-percent increase 
in the cost of living? 

Mr. O’Brien. Yes, sir. Of course we have had 20 percent of that 
with the 1948 amendments. 

Mr. O’Hara. Do you feel that the recommendation you make 
will be sufficient to give these people under the basic theory at least 
of the retirement law, certainly reasonable living conditions within 
their preexisting employment. Do you feel that this 16%-percent 
increase will be sufficient? 

Mr. O’Brikn. No, sir; I do not. It will be helpful to them but 
it will by no means take up the gap. 

Mr. O’Hara. The increase you have suggested is rather straining 
at the solvency of the present rate of pay by employers and employees? 

Mr. O’Brien. | think a one-sixth increase to retired employees 
ean be absorbed without increased taxation and without endangering 
the soundness of the system. It is a debatable question, but on the 
basis of the advice we have had from Mr. Bronson and the figures 
that we have seen from the Board, the discussions that I listened to 
in the Senate hearings from all interested parties, I feel that the 
system can stand a one-sixth increase without endangering its sound- 
ness. 

Mr. O'Hara. Is that based upon what is in the fund at the present 
time or are you basing that on a pay-as-you-go basis? 

Mr. O'Brien. | am basing it upon the existing system which, as 
other witnesses have said, is between a pay-as-you-go basis and a 
complete actuarial reserve basis. This system assumes that from 
interest on the reserve and from current contributions at all times 
funds will be available to pay the benefits called for by the statutory 
scheme. 

Mr. O'Hara. What would you consider, Mr. O’Brien, as_ the 
breaking point of what the employees could pay if it were necessary 
to increase the payroll payments—what the employees could pay and 
what the industry could pay? 

Mr. O’Brien. That goes to a question of policy, Mr. O'Hara. I 
am an exponent of the policy which has been formulated by the or- 
ganizations. I can give you my personal opinion on that. That is, 
that a 12% percent tax rate, which means 6 percent of the employees’ 
pay, is just about as far as you can go without getting a reaction 
throughout the country from employees that might in itself threaten 
to topple the system. 

Mr. O'Hara. I appreciate very much your own personal suggestion 
because it has troubled me very much as to what you should take out 
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of a man’s pay or @ woman’s pay and still expect that individual to 
be of a state of mind that is reasonably happy. 

Mr. O’Britn. There is one other possibility, Mr. O'Hara, looking 
quite far into the future. That is that when this act was originally 
put into effect in 1937 we had nothing like current income-tax rates 
to contend with—so far as working people were concerned, at least. 
If, some years in the future, the requirements of the Federal Govern- 
ment would materially drop and it would be possible materially to 
drop income-tax rates, there might be more willingness among work- 
ing people, and | think even among their employers, to pay a higher 
tax rate toward retirement. 

Mr. O'Hara. You do not see any immediate hope in the future for 
a drop in tax rates when we are now being asked to increase them; 
do you? 

Mr. O’Brien. No, sir; | do not; but I think it is a possibility in 
10 or 15 vears. 

Mr. Bennerr. Yesterday, Mr. O’Brien, you made some comment 
about the possibility of investing the funds in securities other than 
Government bonds. 

Mr. O’Brien. Yes, sir. You had previously raised the question 
with some other witnesses and I did make some comments on it, but 
I do not think vou were here then. 

Mr. Bennerrt. I am not sure that I understood correctly what your 
views are. 

Mr. O’Brien. The principal point 1 made, Mr. Bennett, was that 
at the present time all four of these organizations which have lega: 
reserve insurance systems can find no place to invest their money 
lawfully that will give them a vield greater than 3!) percent. 

Mr. Bennett. You couid find obligations of the States and of the 
municipalities that over a long-term period vield more than 3 percent. 

Mr. O’Brien. | think that is true. 

Mr. Benner. Do you not think it would be advisable to give that 
situation further study? It seems to me it is definitely important for 
better retirement benefits under your system, because you have a fund 
now of $2,600,000,000 and an extra 1 percent would be $26,000,000 a 
year and 2 percent would be $52,000,000 a year. If you put your 
money in 5-percent obligations you could get enough additional revenue 
to almost pay the increases that are being contemplated by these bills. 
Is that for a fact? 

Mr. O’Brien. That is correct. If we could get that money in safe 
obligations, we would be very glad to do it. 

Mr. Bennett. Do you not think that municipal obligations and 
State obligations are relatively as safe as those of the Federal Govern- 
ment? 

Mr. O’Brien. I think some are and some are not, Mr. Bennett. 
I am not an investment expert at all. These organizations, however, 
do have as good investment counsel as can be purchased and paid for 
and they have the responsibility of investing and reinvesting insur- 
ance reserves. One of the chief executives told me the other day that 
his organization must find a place each month for $200,000 in their 
already on-hand reserves, excluding the investment of premiums as 
they come in. They have regular investment counselors with whom 
they work all the time. Of course they have to operate within the 
limitations of investments a legal reserve insurance company may 
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make. The highest legal yield they can find in the United States at 
the present time is 3% percent on certain FHA obligations. 

Mr. O’Hara. Will the gentleman yield? 

Mr. Bennett. Yes. 

Mr. O’Hara. Of course, it is true, Mr. O’Brien, that if this ever 
starts operating on a deficit basis then you have a 3 percent interest 
charge against that deficit which further depreciates the fund; is that 
true? 

Mr. O’Brien. That is true. I do not understand it quite in those 
terms, Mr. O’Hara, but of course if you ever lost the interest on your 
reserve you would have to find that money somewhere else or you 
could not pay the existing scheme of benefits. 

Mr. O’Hara. That is the concern which all of us must have. It 
illustrates my concern for at least a somewhat actuarially sound 
system. Is that true? 

Mr. O’Brien. That is correct. 

Mr. Bennett. What is the basis, if there is any, of the Govern- 
ment’s paying 4 percent on the money in the civil-service fund and 
several other funds, 3 percent on yours, and less than 3 percent on 
the social-security funds? 

Mr. O’Brren. I am not sure that I can rationalize those three 
things. They exist by virtue of the enactments of the Congress. 
They exist probably on the theory that the Government itself has an 
obligation to the civil servants and it takes up part of that obligation 
by paying an additional percentage of interest on their reserves. 

Mr. Bennett. To the extent to which the Government pays over 
2 percent on which it borrows generally it is paying these funds a 
subsidy percentage: is that not true? And if you could get, that is, 
borrow funds for the operation of the Government at 2 percent or 
less, anything that it pays over 2 percent to other money that it 
borrows is in the nature of a subsidy. That is another reason why 
it seems to me it would be desirable to get as much of this fund into 
obligations of the States and municipalities that pay a higher rate of 
interest which would be to your benefit and at the same time relieve 
the Federal Government from having to pay this tax. 

Mr. O’Brien. There is no question but that these vraious interest 
rates are an expression of Government policy. The usual defense 
bond pays over a 10-year period, if you hold it that long, 3% percent 
a year as against the money that the Government can find at 2 and 
3 percent. 

Mr. Bennert. It pays 2.9 percent. 

Mr. O’Brien. I think the 10-year bond will pay 3.33 percent, will 
pay a full third on your money. 

Mr. Benner. On an E bond? 

Mr. O’Brien. You pay $75, vou get $100; fhat is 33% percent 
increase over a 10-year period, so it hes the effect of 3.33 interest. 

Mr. Bennett. A good deal of the Government's borrowing is at 
2 percent? 

Mr. O’Brien. That is correct. 

The CuHarrman. If there are no further questions, we thank you, 
Mr. O’Brien. 

Mr. O’Brien. Thank you, Mr. Chairman. 

The CHarrmMan. The next witness is Mr. Murray W. Latimer. 
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STATEMENT OF MURRAY W. LATIMER, FORMER CHAIRMAN OF 
THE RAILROAD RETIREMENT BOARD, WASHINGTON, D. C. 


Mr. Lattmer. Mr. Chairman and gentlemen of the committee, 
my name is Murray W. Latimer. I am a consultant on pension, 
insurance, and other employee benefit plans, with offices at 1625 
K Street NW., Washington, D.C. I have asked for the privilege of 
appearing before you today as I thought it my duty to do so, partly 
because | have had an unusual opportunity for many years to study 
plans of this sort, and partly because for 11% years I was Chairman of 
the Railroad Retirement Board, and because I appeared before this 
committee and other committees of the Congress to advocate the 
major part of the legislation which is now on the statute books. I feel 
a deep personal interest in what happens to railroad retirement. 

In addition to that, I have devoted 25 years to the study of this 
subject. It has been my privilege in the last 4 vears to be instrumen- 
tal in assisting the working out of pension and insurance plans cover- 
ing more than 1 million workers in the United States. A certain part 
of that task with which I was connected was affected by this kind of 
legislation and in my judgment the precedent that would be set by 
some of the bills before vou would be extremely harmful. I have 
therefore asked to be permitted to explain my position and tell you 
why I think some of the proposals before you, which are being very 
strenuously advocated, are unfortunate and, if enacted, would lead to 
extremely undesirable results. 

I have a statement that I prepared for use in the hearings in the 
Senate, and I have not had an opportunity to revise it or change the 
number of the bill to which I want to address the major part of my 
remarks here, but I would like to offer it with the references to S. 1547 
changed to H. R. 3669 and, if I may, to make certain other typographi- 
cal corrections which | have listed here—of minor character, I think. 

The background which I would like to emphasize in the consider- 
ation of any legislation dealing with railroad retirement is what those 
of yon who have been members of the committee for years will re- 
member. The railroad retirement system at the start took over a 
tremendous load of disability and superannuation pensions in the rail- 
road industry. From the beginning of the railroad retirement system, 
the minute it began to operate under the 1937 amendments, it took on 
a larger pension load than social security has 11 vears after beginning 
pension payments and after a tremendous increase in 1950. The 
comparisons today are still strongly in favor of the job that the rail- 
road retirement system is doing. 

Eighteen percent of the railroad population in 1950, relative popu- 
lation, was represented on the benefit rolls of the retirement system, 
including the end of 1950. The corresponding figure for social sccur- 
itv was 6 percent, three times as big a load relative to the population 
included under railroad retirement system than under social security, 
and the benefits were higher. The percentage of the taxable payroll 
being disbursed at the end of 1950 was 6.53. That is a larger cash 
disbursement at the end of 1950 than the maximum tax rate now 
scheduled for social security, which is still 20 vears away. 

Now I emphasize that because it does indicate that there is a 
financial problem, and it is a financial problem that arose 15 or 18 
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years ago, as you remember, Mr. Chairman, when there was a very 
serious problem with which to deal, and you dealt with it—you dealt 
with it well. You dealt with it on the basis that the costs would be 
divided 50-50 between the railroads and the railroad workers. 

Now the railroad worker today, who is typically a man who had 
nothing to do with the railroad industry at that time, feels imposed 
upon because part of the tax which he pays today goes to carry the 
load of the predecessors whom he never saw. Now he thinks that 
is hard, and undoubtedly from his point of view it is hard. 

I think there are ways to deal with that problem. Those ways 
are not in the bill to which I want particularly to address myself, 
H. R. 3669. That bill would make the situation infinitely worse, 
financially and otherwise. But the basic problem with which you 
have to deal is the problem that was created, inevitably created, 
almost 20 vears ago. And there is no way to deal with it by miracles. 

Now, addressing myself to H. R. 3669, 1 would like to lead up to 
that by saying that there were three basic principles included in the 
railroad retirement system. I had always thought that those princi- 
ples were rather inviolable. They seem not to be so regarded. 

The first principle was that there was to be no forfeiture of the 
rights to an old-age annuity based on service and compensation on 
which a tax had been paid. That is, if a man paid a tax in 1937 and 
the Government of the United States through the Railroad Retire- 
ment Act said they would pay him an annuity when he became 65 
and left his employment, I had assumed that was a pledge of the 
Government of the United States which was inviolable. H. R. 3669 
proposes to repudiate that pledge. That was the first principle. 

The second principle was that apart from the minima, there was 
to be a 1-to-1 relationship between creditable service and the annuity 
for service after 1937. That was subject to the noncreditability of 
nonservice after 65. It was subject to limitation of prior service 
credits, but within those limits and the limits of the minima there was 
to be a 1-to-1 relationship. That seemed to me basic. 

The third principle was that there were to be prompt steps to 
cover deficits by taxes so as to prevent the employees’ half of the 
taxes from coming too close to the values of benefits for new employees. 
That has a very marked application to the proposal before you. It 
is my judgment that is violated. 

Now I have a number of objections to H. R. 3669. First of all, 
it would result in a tax levy on the vast majority of railroad workers 
from now on in perpetuity, and in return for which it is not proposed 
to give equivalent value. 

Second, it would produce a forfeiture of annuity rights for an un- 
known but undoubtedly large number—when I say “large’’ | mean in 
the millions—of former railroad workers with no adequate offsetting 
value, and frequently no offsetting value at all. 

Third, it would have the effect of reducing some annuities im- 
mediately and many others within the next 2 or 3 years. This is 
far from a bill to increase annuities. 

Fourth, it would introduce inequities and anomalies on a staggering 
scale, and that also in perpetuity. 

Fifth, it would worsen labor relations on the railroads, already in 
rather substantial need of improvement, to the great detriment of 
the national interest. 
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Sixth, it would adopt policies for the railroad retirement systems 
which, if applied to a private pension plan intended to supplement 
the Social Security Act, would preclude an employer from getting 
credit as a cost of operation for his contributions to that pension 
fund. That is a matter on which I am particularly concerned. 

Seventh, it would permit the railroad retirement account to retain 
all the appropriations on account of military service, without any 
justification. It would amount to a Government subsidy of about 
a quarter of a billion dollars. 

Kighth, it would make impossible the adoption by Congress of a 
uniform national policy on social security. 

And finally, in my judgment, it would lead with certainty to the 
creation of a Government subsidy for this system, not disguised in 
the form of an end subsidy, not disguised in the form of a Govern- 
ment subsidy, but a plan, outright, unequivocal, unadulterated 
subsidy. 

| would like to discuss these points in order, if I may. 

Under H. R. 3669 no person can receive a benefit under the Rail- 
road Retirement Act, an annuity benefit, unless and until he will 
have completed 120 months of railroad service. That means 120 
different calendar months in which he will have worked for an em- 
plover as defined in that act. 

Now on the basis of the termination rates used in the fourth valua- 
tion of the liabilities under the railroad retirement system about 85 
percent of the persons entering railroad service will never complete 
10 years of service in the railroad industry. The first major char- 
acteristic of the railroad retirement system, if amended by this bill, 
would be that it would deprive of annuities under the Railroad 
Retirement Act five out of every six railroad workers entering the 
industry from now on, but it would continue the existing taxes on 
those same persons. If a person comes into the railroad retirement 
system and stays 2 vears, 3 vears, 6 years, 9 years and 11 months, he 
gets the benetfis under the Social Security Act. He gets as a maxi- 
mum or rather his family or some other dependents get as a maximum 
the return of 7 percent of his compensation. Now he is paying 
6% percent beginning January 1 next. That over the next 10 years 
is at least 444 percent more than he would pay under the Social 
Security Act. All he gets out of that as a maximum is this death 
benefit. 

Now that death benefit carries with it a price tag of insurance that is 
very high. For example, the average railroad man on the basis of the 
fourth valuation standards, who comes in the railroad service at 28, 
which is about the average, and leaves within the vear, pays $505 per 
$1,000 at that rate for the insurance he gets as a maximum. Of course 
he may get no insurance at all. I have vet to find out a practical way 
of expressing a number divided by zero, which is what the rate would 
be on a large number of assumptions. But the maximum amount of 
insurance he gets has a minimum price of $505. 

I had a quotation this vear in another connection with John Hancock 
on a group paid-up policy in which there are no offsets and vou can 
buy that at age 28 for $406. 

This is a proposal where the Government of the United States 
compels railroad workers to buy insurance at a price 20 percent more 
than it can be bought on more favorable terms and on a participating 
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basis from an insurance company. Or, if he waits until he is 38, the 
price for the same $1,000 is $607; on the John Hancock scale it is $495. 
Again the proposal is that the Government of the United States 
compels railroad workers to buy insurance at a price above the com- 
mercial level. That is said to be cheap insurance. I find it difficult to 
imagine how that description can be said to apply. 

Now there are a number ways in which that contribution can be 
measured. 1 have measured it in this memorandum which I have 
presented here in two or three different ways in terms of how much the 
overpayment is. There are other ways of measuring it. 

I would like to call attention to one other consequence of this 
particular provision which I did not have time to mention in the other 
memorandum, or perhaps two other factors which this kind of proposal 
nijects into the railroad retirement system. 

Under the railroad retirement system as it has operated up to this 
point the fact that the annuities were nonforfeitable gave a rather 
substantial stability to the system which would be absent if the for- 
feiture principle is introduced. Up to now it has not made much 
difference as to how many railroad workers came into the industry and 
stayed until retirement or whether they got out because it could be 
demonstrated by any number of techniques that whether you had a 
high withdrawal rate or a low withdrawal rate, vou still resulted in the 
same cost because the annuities had to be paid for at some time. 

Of course there had been some voluntary forfeitures on the part of a 
number of short servicemen. That is taken into account by an 
allowance having a capital value of some $400 million in the estimates 
made thus far and which ! take it are wiped out in toto by this particu- 
lar division. But the consequences of the principle which would be 
introduced by H. R. 3669 are such that the withdrawal rate, the 
termination of employment rate, would make a tremendous difference 
in the financial stability of the system. 

For example, if we take the maximum measure of the overpayments, 
or the forfeitures, to which I have just referred, that is, if you assume 
that they are to be offset in toto by the payments which will be made 
for railroad wages credited under social security, you get on the 
standards of the fourth and most recent valuation of the railroad 
retirement system an addition, made by the forfeitures to the annuities 
of those who survive for the 10-year period which is necessary to 
acquire a nonforfeitable right under the Railroad Retirement Act, 
of a little more than $20 a month. 

But if you go back to the valuation under the first act where the 
withdrawal rate was much larger, you get for that same figure a value 
of $30; that is, it is more than 50 percent greater. Of course, even 
after the railroad retirement annuities become nonforfeitable, the tax 
rate will more than support the railroad annuities of those who 
terminate employment probably 10, 12, 14 years. The major part 
of the contributions in this kind of system is concentrated on the 
long-service persons. Normally that is done by concentrating the 
employer's contribution in that area and being very careful to preserve 
the employee’s equity in his own contribution. ‘This does treat 
employer and employee contribution in the same way exce™t for this 
residual benefit, but by and large the tax rates applicable to those 
individuals would pay for those who terminate before their twentieth 
or twenty-second vear of service. And if you measure at that point 
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the contribution made by the forefeitures, again on this maximum 
scale, you find that on the basis of the fourth valuation standards 
you get about $30 a month added to the annuities of those who 
survived to the twenty-second year by the forfeitures, and on the 
first valuation standards you get about $50 a month, about a two- 
thirds difference between the two. 

Thus the rate of termination of railroad employment becomes a 
major factor from now on in the financial stability of the Railroad 
Retirement Act, and in addition to the other factors about the level 
of payroll you have now added a risky factor to a system that has 
had to this point stability on that point. 

I would like to comment for just a minute on the significance of this 
figure. I have referred to these values here as the values paid to the 
men who have long service arising out of the forfeitures or over- 
payment of the short-service people, and I think that is of some 
interest. As I said, on the withdrawal rates of the first valuation 
and taking the assumption that these residual benefits are offset by 
payments that the railroad men get from the transfer of their credit 
to the Social Security Act to the man who comes in at age 28 and 
survives to age 50 there is a per capita value, which is used in different 
ways, but a per capita value added to somebody’s annuity by these 
overpayments, of almost $50 a month. It is $583 a year. Now 
that is a benefit that somebody gets for which those who get it did 
not pay, and the railroad did not pay with respect to their wages. 
These are extra benefits paid for by men who are out of railroad 
service and who would by the enactment of H. R. 3669 be deprived 
of the right to an annuity. This is the value which they contribute 
to somebody else, compulsory, without choice, and it is the value in 
excess of any insurance they may get which by my definition I have 
just used as zero. 

So the bill which you have here is a bill to take away pennies and 
dollars and dimes and tens of dollars, and hundreds of dollars, I may 
add—the maximum forfeiture runs to about $2,000— teke away those 
sums from the great majority and give it, transfer it, redistribute it, 
whatever you want to characterize it as, to those who survive in 
railroad service—a rather gigantic lottery. 

The next valuation of the liabilities under the railroad retirement 
system, and I pass on to the second point, Mr. Chairman, would, I 
suppose, indicate some 5,600,000, or 5,700,000 persons who have been 
under the railroad retirement system since January 1, 1937, and who 
in 1950 were not under the system. Everyone of these has paid a 
tax rate at a rate higher than he would have paid under social security, 
and everyone of those who has less than 10 years of service will have 
his railroad retirement annuity wiped out. He paid a tax on what I 
think he had a right to assume was a promise of the Government of 
the United States to pay him an annuity. The Government now 
says it will not do so if it passes H. R. 3669. Now that wipes out 
probably $350,000,000 or $400,000,000 right off the books. That may 
be exaggeration. 

I feel a rather keen personal interest on that point because I have 
perjured myself numerous times, involuntarily but nevertheless I 
have told many people things which just are not so. So I feel some- 
what keenly about it and I would feel nonetheless so if it could be 
shown that my estimate is grossly exaggerated, but it is not. 
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I do not think that I have ever seen another legislative proposal by 
a serious group of people who advocated a plain, outright, point- 
blank repudiation of Government obligation. That is exactly what 
it is. 

The impression has been that the bill H. R. 3669, Mr. Chairman, is 
a bill to increase annuities under the Railroad Retirement Act. 
That is one of its purposes. It also has another purpose which is to 
reduce a good many thousand annuities which are now being paid. 
Section 7 provides precisely that. There is to be coordination after 
this bill is passed by which those persons who have in all good faith 
taken social security employment, thereby acquired the right to 
benefits, primary insurance amounts under the Social Security Act, 
will have their benefits with respect to prior service under the Rail- 
road Retirement Act reduced for that reason. I do not know and 
neither does anybody else know how many annuities that would 
reduce, but 1 would guess that it is in the neighborhood of 20,000 
to 25,000. 

I give an example on page 9 of the statement which I will not 
bother to read. 1 will merely add that that provision will reduce a 
good many thousand of other annuities in the not far distant future. 

On the inequities and anomalies I give some illustrations here of 
some cases which are the result of starting dates but there are a large 
number of other anomalies which are perpetual in character. That is, 
they apply now, they will apply next vear, and they will apply 50 vears 
from now. But even so, even on the basis of dates, it seems to me a 
little peculiar that a date could be allowed to permit one man to get a 
benefit of $7,700, and because another man did the same thing, but a 
couple of weeks later or a couple of months later, he gets $3,500 less. 
I give an example on pages 11 and 12 of how that may happen. It 
may happen once, but the point I make is that once for that is once too 
many. 

One of the anomalies which I did not mention because of the lack of 
time in my first statement has to do with one which will continue in 
somewhat exaggerated form. I have indicated something of the 
degree to which men who have less than 10 vears of service or who in 
their work on the railroads acquire less than 10 years of railroad service 
over-pay, but for the man who wants to risk getting 10 vears of service 
he has a very substantial amount to gain. I have given some illustra- 
tions in this section of my statement here based on the salary scale used 
in the fourth valuation of the Railroad Retirement Act, modified by me 
to allow for the wage increases between 1947 and 1950. I did that by 
increasing the compensation for the first 15 vears of seniority by 20 
percent and graduating down by the twenty-second year to get down to 
a 10-percent increase, because the pattern of railroad wage increases, 
as the pattern of wage increases of most other industries, has been such 
as to increase the lower end of any given wage scale by a greater pro- 
portion than the upper end. 

It, of course, arises out of two facts. First, that the characteristic 
wage increases have been the flat increase and in the railroad retire- 
ment system the fact that at the upper end a very iarge share of the 
increase goes into the nontaxable bracket, and even if the taxable 
income would be raised to $400 a month, as H. R. 3669 proposes, a pre- 
ponderant part of the wage increases in the upper end of the wage scale 
will g> into the nontaxable brackets and will therefore not increase 
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taxable compensation. But on the basis of that scale I have made a 
measurement of the degree to which there is a tremendous bonus to 
the man who just gets past the tenth year. 

Now on this scale, applicable, as I say, to the average railroad man 
on approximately the fifth valuation, if he does not complete 10 years 
of railroad service he will get under the Social Security Act an annuity 
of $75.80. Those credits : are transferred to everyone who withdraws, 
terminates railroad employment before completing his tenth year. 
Now if he completes his tenth year, which on the average happens 
toward the close of his twelfth vear of seniority, he jumps immediately 
from $75.80 to $122.69; because he then gets a social-security benefit 
and if he manages to stay another vear or two he goes up from $122 to 
$175, because under the social security formula there is a far less 
diminution of his old-age annuity than there is under the Railroad 
Retirement Act because for these men with more than 10 vears of 
service there is still left after all the dilution some of this 1-to-1 element 
which has up to now characterized the whole range of service, and be- 
cause of that vou get what you might characterize as bonuses. 

That has also a very substantial effect on the financial stability 
of the railroad retirement system, because there again vou get very 
wide variations in cost depending on termination rates. The element 
of stability which has existed in the system as it has operated up 
until now is wiped out by that element and instead of stability vou 
substitute for it a system which I think it is fair to characterize as 
a lottery system—it is a gamble. 

I would like to mention just a word about the deterioration of 
labor relations. [| was astonished to read the statement made in 
behalf of the proponents of H. R. 3669 that I had never had any 
responsibility for labor relations in the railroad industry. I say 
that is astonishing because I had been under the impression all these 
years that a pension plan is one of the more important parts of labor 
relations. I have said so in many places. 

When the Railroad Retirement Act of 1937 was introduced, mem- 
bers of this committee hailed it as a great forward step in labor 
relations. When the Inland Steel case was decided the pension plan 
was held to be properly a part of the collective-bargaining process. 

As I say, I was astonished to find I had nothing to do about labor 
relations and therefore I should keep my mouth shut on that. Well, 
I think I did have something to do with labor relations and I can 
only feel rather grateful that this statement was not made before 
the Inland Steel case because it would have been cited by Inland 
Steel as proof by a group of labor-relations experts that the position 
on which the United Steel Workers was predicating its contention 
that pensions | were a bargainable issue was wrong. 

For about 25 years I have been spending a good part of my time 
talking to workers about pensions and about contributions to pen- 
sions. It is a pretty hard thing to get the average worker to con- 
tribute to a pension plan even when he gets his money back, even 
when he gets his value received. And I say, and I have an illustra- 
tion of something that I happened to be personally involved in with 
the railroad workers, that this will not be liked by railroad workers 
and that if it is not liked it is bound to result in the deterioration of 


labor relations. 
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If there be those who think I have no right to speak on the subject, 
they can continue to think so. I represented the United Steel Workers 
of America in negotiations with the major steel companies. Those 
companies have about 30,000 railroad workers covered by the rail- 
road retirement system. With them that system is extremely un- 
»opular. We negotiated for the basic steel industry a pension plan. 

t got some little notice in the papers. That pension plan provides 
for those who retire benefits above the level of social security or rail- 
road retirement or railroad retirement as it would be after this act is 
passed. Those railroad workers pay 6% percent. Their total retire- 
ment income is the same as their fellows across the tracks in the 
steel mills who pay 1% percent and for the most time have been pay- 
ing 1 percent, and they do not like it. 

When the Bethlehem pension plan and insurance plan first went 
in the Bethlehem Steel plant was closed down. They thought Phil 
Murray should have gotten the Railroad Retirement Act amended. 
It was quite astonishing to him because he did not realize he had 
anything to do with it. But at any rate they were gotten back and I 
said there were some things they should understand, that they were 
getting annuities which if they left and went somewhere else they kept. 
I used the statement that they were mollified. Apparently I did 
wrong, I had no business doing that, accor ling to the proponents of 
H. R. 3669. Ido not know what I should have told them, but I most 
assuredly am not going to tell them that it is justifiable to expect them 
to forfeit, which is what would have to be told them now by somebody. 

This bill is not going to help labor relations and it is going to make 
labor relations worse, and I think I have a right after 25 years in this 
field to say so. 

The ordinary industry which establishes a pension plan to supple- 
ment social security must as a condition of having its contributions 
recognized as expenses of operation get approval from the Bureau of 
Internal Revenue that the pension trust or the annuity plan, whatever 
the case may be, meets certain standards specified in section 165(a) 
- the Internal Revenue Code. If the railroad retirement system were 

a private plan providing these contributions instead of the taxes, 
offsetting them by the social-security tax but providing an aggregate 
benefit of an amount scheduled in the act and an employer wanted to 
get credit for the tax he paid and brought the plan in to the Bureau, 
he would not get it approved. 

The answer to my statement on that point is that that is a matter 
of opinion. I gave three reasons for thinking that such plan would 
not be approved and one of them, if the E nglish language has any 
meaning, is not a matter of opinion. Section 165(a) of the Internal 
Revenue Code provides that to be approved a plan must benefit a 
certain percentage of employees, excluding employees who are of less 
than 5 years® service. Now that is an unequivocal statement, it is 
not a matter of regulation or opinion, it is a matter of statute, and this 
bill does not benefit by a pension or annuity any employee of less 
than 10 years of service. 

Now unless the English language is perverted so that an insurance 
for life can mean annuity, this plan must be disapproved by the 
Bureau of Internal Revenue and I have not yet heard it suggested 
that when the Bureau of Internal Revenue speaks about annuity it 
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means an insurance and the Bureau of Internal Revenue has not 
thought so vet either; and that is not a matter of opinion. 

Now there were two matters of opinion which I did express. The 
first was that under a regulation of the Bureau of Internal Revenue 
for a pension plan to be approved under the conditions which sur- 
rounded the adoption of the railroad retirement system, which was an 
agreement between the railroads and railroad labor organizations, 
there must be an affidavit by employers, not by the labor organiza- 
tions, even though they may be part of the agreement, that as a mini- 
mum the contribution to the system provide for the annuities to be 
granted during the term of the agreement, generally 5 vears, and that 
during that period the contributions equal the normal cost plus the 
interest on the deficiency. The employers in the railroad industry 
have said in another committee, and will say here, that they cannot 
make that affidavit. I think beyond any question they cannot make 
that affidavit. This again is a matter of opinion, but in my opinion 
that would be sufficient to knock this plan out as a voluntary plan. 

I also gave it as my opinion that the Bureau would say that the 
forfeiture element at the end of 10 years would not make that a pension 
plan. That is again my opinion and I have no reason to change it. 

It is on that point that I feel somewhat strongly because I have been 
an active participant in the negotiation of agreements providing 
pensions for some million workers in the United States in the last 
4 years. Those agreements are predicated on the continued existence 
of standards under the Bureau of Internal Revenue regulations and 
under the Internal Revenue Code this bill would give a precedent 
by which those standards would be broken down, broken down in 
ways that would harm immensely the plans which have been nego- 
tiated, and not necessarily in the last 4 years. 

I appeared before this committee to advocate the crediting of 
military service under the railroad retirement system. The bill was 
recommended by this committee and passed. Under its authorization 
provisions there has been appropriated to the railroad retirement 
account somewhere in the neighborhood of $360,000,000, of which 
not quite $300,000,000, I believe, has been transferred, but I think 
no further congressional action is needed to transfer the balance. 
A very great bulk of that Government contribution is necessary 
because of the crediting of railroad service for very short service 
employees. I should suppose that 95 percent of those persons who 
have military service credit do not now have and will never have 10 
vears of service. Now this appropriation is not needed under H. R. 
3669 because all the people for whom appropriations have been made 
will not get annuities for this or any other time under the Railroad 
Retirement Act. 

Reply to that has been made something to the effect that this would 
be required under the arrangements to be worked out with social 
security. That cannot be so under the new start provisions under 
the Social Security Act because the great majority of the men who 
have military service will get their annuities exclusively under the 
new start and whether they did have military service or not will not 
add one single solitary penny to the amounts they will receive under 
social security. And to find that they need any part of this excess 
military service is a sleight-of-hand trick which my feeble brain 
cannot follow. 
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I think members of the committee may remember that about 5 or 
6 years ago we had a little controversy here in which I was a fairly 
active participant about the level of future railroad payrolls. I was 
accused of being wild, woolly, and reckless by saying I thought they 
might average somewhere in the neighborhood of $3', billion. They 
have been a lot more than $3 billion, but the reasons I gave for 
thinking they might be $3}5 billion were wrong. 

I thought one reason would be full employment in the postwar 
period. 1 was quite right on that score but I gave a secondary reason 
which to me was more important, because I do not think you can 
predict full employment for a long period of time, and that was that 
the railroads would retain what then seemed to be and which was 
a recapture of relative standing in relation to competitors in the later 
stages of the war. That part of the prediction was wrong. If I had 
predicted, or anybody else had predicted, that the railroad payrolls 
would be what they have been, 1 would think we all would have 
thought our heads needed examining, but that $3 billion at that 
point was actually being exceeded in current payrolls by about 25 
percent. Now the estimate that you are being asked to take here 
in perpetuity is right close to the top figure that has vet not been 
reached, and you are being asked to take it in relation to H. R. 3669 
in a system in which a major basis of financial stability is being knocked 
out, that is the nonforfeiture part, because vou are now being asked 
to take a larger payroll on a system which is exposed to violent ups 
and downs because of variations in the rate of employment termina- 
tion. 

But I think it is important to take a look at what you are being 
asked to accept. When I appeared before you in 1945 and advocated 
what have become the amendments of 1946 I could say to you in all 
honesty that on the basis of a $3.5 billion payroll per annum the 
level percentage costs of the railroad retirement system would be met 
by the taxes. Now there is before you today the estimate of the 
Railroad Retirement Board on a level equivalent to $5.2 billion pay- 
roll, and some higher figures, but the statement that I made to you 
in 1945 cannot be made today by anybody, because in order to make 
the statement to you that I made in 1945 there must be a prediction 
of a railroad payroll in perpetuity of $7.6 billion; and nobody, I do 
not think, to my knowledge has ever, now or at any time, indicated a 
payroll in perpetuity of $7.6 billion. I do not know that anybody 
ever will. It may come to pass. If it does come to pass, you will 
also have a demand here for a very substantial increase in annuities 
because it will come to pass only if prices rise very much further than 
they have now. 

But I think it worth while to consider just what that means. It 
has only been 19 years since railroad payrolls were $1,500,000,600; 
$1,600,000,000 perhaps under the total coverage of the railroad retire- 
ment system. You are being asked to talk about a railroad payroll, 
and would have to be talking about a railroad payroll in order to meet 
the liabilities on a level percentage of payroll basis, that is estimated 
here as being probably rather on the close side, and does not leave 
much margin, in perpetuity, and perpetuity is a long time. 

Supposing you were asked to estimate what the railroad payroll 
would be for 50 years. Somebody would have to tell you that the 
future value of railroad payrolls would be equivalent to $9.85 billion 
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for 50 years in order to make the statement that I made to you 6 
years ago. Fifty years is a long time, particularly since you remember 
19 years ago railroad payrolls were not more than 30 percent, 35 
percent perhaps, of what they are now. And yet you are being asked 
to stake the future of the railroad retirement system on a payroll of 
$7.6 billion, and if you do not get $7.6 billion you run a deficit on 
these liabilities every year. The deficit you ral # run in 1951 would 
be $99,000,000. It goes on up. You would accumulate another $1 
billion of uncovered liabilities inside of 10 years at that rate. 

Now these are the official figures of the Railroad Retirement Board, 
changed only by me in indicating what they mean. But suppose you 
could not tax the future generations of railroad workers for more than 
a total of about 10 or 15 percent more than the values they get. I 
might add at this point that I infer from some reports of the Railroad 
Retirement Board that the value of the benefits for future railroad 
employees is slightly less than 9 percent of payroll. That is for those 
employees who get them. Of course for those employees who do not 
get them, that is something else again. But the value for new en- 
trants is 8.96 percent. 

Suppose you could not charge the total with respect to those new 
entrants, more than 10 percent of the payroll on the $5.2 billion pay- 
roll, you would have to charge the other employees 21 percent of the 
payroll. Or even if you estimated the long time in perpetuity pay- 
roll to be 6% percent, you would have to charge the present employees 
21 percent if you could not get more than 10 percent for the new 
entrants. 

Or suppose that it was thought desirable to retire part of this increase 
in the unfunded liabilities which have accumulated since 1938—the 
unfunded liabilities have increased by about $6 billion—you would 
have to go up 16, 17, 18 percent, depending on the assumed level 
of payroll, in order to retire that extra $6 billion by which the unfunded 
liabilities have grown in the last 12 or 13 years by the end of the 
twentieth century in order to start the twenty-first century where you 
— you were starting the railroad retirement system 63 years 
earlier. 

The load of values which you are being asked to assume for the rail- 
road retirement system by H. R. 3669 would be not very far short of 
$25 billion; 92 percent of that value approximately rests on future 
railroad payrolls and only about 8 percent rests on presently existing 
reserves. 

If you were to transfer what the Railroad Retirement Board says is 
the deficiency under the social-security coordination that has accumu- 
lated up to 1950 and to pay back to the Treasury to which it belongs the 
excess military service appropriation, the extent to which you relied 
on future payrolls would be about 95 percent. 

This relatively narrow group of men who would constitute one out 
of about every six persons coming in the railroad industry would be 
tied down to the fortunes of a single industry, going up and down 
with that single industry to a degree that no other group of workers 
in the United States, even the bituminous coal workers, is tied to 
the fortunes of a single industry. 

On the financial side I said that the bill introduced some new 
and unstabilizing elements. One of the unstabilizing elements is 
the tie-in with social security. Already you are having disputes as 
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to how much that is. The railroad Retirement Board says that in the 
long run the railroad retirement system would gain about a quarter of 
a percent. The social-security actuaries say it is all wrong, it is three- 
quarters of a percent the other way. Neither one knows, and nobody 
ever will know, because 10 years from now the same uncertainty about 
the future that exists today will exist then, because no matter how 
much we fool ourselves about the ability to predict the future on the 
basis of the past, we never get to the point where we can. 

So, one of the major characteristics is that by the enactment of 
H. R. 3669 you are laying the foundation for a continuous, unending 
cat-and-dog fight between two Government agencies which, by the 
nature of the case, cannot possibly agree with each other, and as long 
as they are on a different valuation basis there is no common ground on 
which to agree, because what is transferred from a fund on one interest 
basis is bound to be a loss or more than a compensating factor to 
another fund that is on another interest basis. There is no common 
ground mathematically on a two-interest basis on transfers. 

The bonuses which those who go back and forth between the two 
services, the two coverages, get and which have been eliminated by 
the kind of coordination you have under the survivors insurance 
system, remain in H. R. 3669 and wouid mean that a large part of the 
kind of saving you got out of coordination and survivors will not be 
present under the kind of tying-in coordination which is proposed in 
H. R. 3669. When the coordination of the survivors insurance 
system was proposed there was some question as to why the coordina- 
tion was not proposed for retirement. At the time it was not a press- 
ing problem, partly because of the then low level of social-security 
annuities. It has become a problem now primarily because of the 
very substantial increase in social-security benefits. 

One of the reasons that I think nothing more was done apart from 
a good many other factors in the coordination on the old-age side was, 
at least as far as | was concerned, that I did not know then how to do 
it, and every time I tried to work out something I ran into the same 
kind of difficulties that I have pointed out with respect to H. R. 3669. 
You have a lot of inequities and anomalies and all kinds of mixed-up 
things that I did not think would work out. The problem was not 
as acute as it is now because, as | say, the level of annuities then was 
rather low. 

If you take a comparison at any point in the past or in the future 
between the scale of annuities under the Railroad Retirement Act and 
the scale of primary insurance benefits under social security, you get 
these anomalies. I made the statement and | make the statement 
again that there is one way to avoid that and that is by taking social 
security as the basic coverage for American workers and building on 
top of it. Lam accused of intellectual arrogance because I say that 
is the only way to do it. I may be arrogant, although it is a new 
accusation among the numerous things that have been tossed my way, 
but I can take any point in this system, you can turn H. R. 3669 
upside down, inside out, take it as of now, 10 years ago, 25 vears ago, 
50 vears in the future, and you get the same thing; vou will not find 
equitable treatment as between two groups differing by years, differmg 
by wages, differing by contribution, anywhere in the whole set-up 
from beginning to end. 
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I make this statement advisedly. You can do this some other way 
and vou will come back eventually to doing it in the way that is the 
one sensible way of doing it, which is to accept the principle of the 
universality of the soc ial-sec ‘urity system, and build on top of that for 
the railroad retirement people. 

Now they ought to have a system over and above social security. 
In particular the disability annuities are very, very desirable. Tt 
would be unfortunate in the extreme to take them out. Larger 
annuities than those under the Social Security Act are needed. It 
would be unfortunate in the extreme to suggest that they be reduced, 
but to increase them by taking it out of the hides of the short-service 
people and to increase them by “reducing 20,000 or 25,000 of the present 
annuitants and to increase them by taking away ‘the annuities which 
5 million people have had the right to think they had is surely not 
the way to do it. 

There is a way to do it, there is a better way to do it, and it will 
get more—I say this all advisedly—it will get more for the long-service 
railroad employees whom this bill benefits to a great degree, it will 
get more for them than H. R. 3669 will give them. And vou would 
get rid of the anomalies and the inequities, you would get rid of the 
instabilities that H. R. 3669 would introduce because of its very 
ereat dependence on the rate of forfeiture, and you would introduce 
equity where now you have chaos. 

That concludes my statement, Mr. Chairman. 

(The prepared statement submitted by Mr. Latimer follows:) 


STATEMENT OF MurRRAy W. LaTIMER 


My name is Murray W. Latimer. Iam now a consultant on pension, insurance, 
and other employee-benefit plans with offices at 1625 K Street, NW., in Wash- 
ington. I have asked for the privilege of appearing before vou today out of a 
sense of civic duty, because I have had unusual opportunity, through the vears, 
to study this type of legislation. From July 1934 to January 1946 1 was Chairman 
of the Railroad Retirement Board. It was my duty to present to the committees 
of Congress, on behalf of the Railroad Retirement Board, proposals for the major 
part of the railroad retirement legislation as it now appears on the statute books. 
By the enactment of H. R. 3669 you would throw into the discard certain prin- 
ciples which I had thought basie to the railroad retirement system, or for that 
matter to any other system providing social insurance against the hazards of age. 
1 feel a deep personal concern about what happens to those principles in the 
railroad retirement system. 

Second, I have devoted more than 25 years to the promotion of old-age security. 
I am the author of several intensive studies of industrial pension plans. Before 
there was a Railroad Retirement Act I was in charge of the studies made by the 
office of the Federal Coordinator of Transportation, Joseph B. Eastman, which 
formed the basis for the original cost estimates of the railroad retirement system. 

I was a member of the Technical Board of the Committee on Economic Security 
and Chairman of the Old-Age Security Committee of that Board, and as such | 
was in charge of the studies which preceded the old-age parts of the Social Security 
Act; and I was the first Director of the Bureau of the Social Security Board which 
administers the old-age insurance title of the Social Security Act. 

During the past 4 vears I have represented the labor organization which is the 
bargaining agent for about 90 percent of the workers in the basic steel industry 
in the formulation and revision of retirement plans applicable to more than 
600,000 men in the steel industry. I am currently serving as pension consultant 
to employers in the automobile manufacturing, telephone, and distilling industries, 
to unions in the newspaper, the paper manufacturing and lithographic industries, 
and to joint trustees representing management and labor in the hosiery industry 
in relation to problems having to do, among other things, with the coordination 
between private pensions and the Social Security Act. What I have to say, 
therefore, is predicated not only on my 11's years of experience with the railroad 
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retirement system but also on similar experience with title II of the Social Security 
Act and with a variety of private pension systems covering more than 1,000,000 
workers in other industries. 

The railroad retirement system attempted from its beginning to deal, from the 
very minute it became effective, with the retirement problem without prejudice 
to younger railroad workers. That immediate railroad retirement problem was a 
big one 15 years ago. The Railroad Retirement Act of 1937 became substantively 
effective on July 1, 1937. As of that day the old-age annuity load was 4.03 percent 
of the total employee coverage for 1937 and the rate of benefit was 2.57 percent 
of taxable payrolls in that year. By way of contrast, on December 31, 1950, 
under the Social Security Act the retirement load represented 3.58 percent of the 
number of persons covered under title I] of the Social Security Act in 1950. 
The amount payable to them, together with the supplements to spouses, would, 
on an annual basis, amount to slightly less than 1.2 percent of the payroll taxable 
under the Federal Insurance Contributions Act in 1950. That is, Phe initial load 
under railroad retirement was, on a cash disbursement basis, 2.1 times the retire- 
ment part of the social-security load after 11 years of operation and a large 
increase in benefits. 

The situation as of the end of 1950 may be summarized as follows: 

















! 
Numbers of beneficiaries 
ahha =p : Percentage of 1950 taxable 
in current pay Stasis im esas being paid in 
December as percentage | ger ofits at aber 
of workers covered in 1950 : Dece 
1950 rates 
Railroad | Social | Railroad Social 
retirement | security retirement security 
Retirement benefits: 
Individuals 65 and over........-.-...--.-..- 19.53 | 3. 58 14.40 21.20 
Individuals under 65. --.-........-------.---- | ee UT ft. ccnctceotens 
UE ie Glib oie cb cceecdnsesesntednsetesaee 6. 44 | 2. 42 . 92 . 50 
LADD GOR. occ onc ccc ccncecesbntise Geen ce vies | dahsentnddgoed|tostcccunedas < . 24 . O4 





UN a isinc cncbasenatamp ocean ebeinnireniigl 18. 06 26.00 6. 53 | 1.74 





1 Estimated at 81.5 percent of total annuitants and annuities plus all pensions and pension payments. 

2 The supplements payable to spouses of retired workers are included in benefits, but the beneficiaries 
are not counted since to do so would destroy comparability. 

Note.—Social security coverage, 49,500,000; and payrolls, $90,000,000,000; taken from Social Security 
Bulletin, March 1951, p. 21. Railroad retirement coverage, 2,200,000, estimated by the writer; payroll of 
$4,707 million derived by dividing taxes collected in 12 months ending Mar. 31, 1951, by 0.12. 


A very substantial part of this higher relative burden under the railroad retire- 
ment system has been the result of the assumption of burdens with respect to 
persons who, under the social-security svstem, receive old-age assistance on the 
basis of a means test. This, of course, raised the financial requirements very 
substantially above the level needed to support title IIT of the Social Security Act. 
Already the cash disbursements of the railroad system form a larger percentage 
of taxable payroll] than the maximum social-security taxes, which are not scheduled 
to be in effect until 1970. 

The railroad retirement system was intended to be financed on the basis of a 
payment equal to the cost of benefits accruing by reason of service currently (the 
normal cost), plus the interest on the difference between the total value of benefits 
to present employees, including their future accruals, and the sum of (i) the 
present value of the normal cost contributions with respect to such employees and 
(ii) any funds on hand. 

I do not now have the original estimates on which the 1937 tax rates were 
based, but my recollection is that the normal cost was calculated at about 4.4 
or 4.5 percent of payroll and the interest on the initially unfunded reserve require- 
ment at about $65 or $70 million annually; the taxable payroll for the long run 
was assumed to be $2.2 billion. Both the first and second valuations indicated 
these estimates to be too low. The first valuation placed the normal cost at 5.6 
percent, the second at 5.8 per cent of taxable payrolls, while the interest on the 
unfunded reserve requirement was set at $101.7 million and $108.6 million, 
respectively. I thought these estimates valid and recommended an increase in 
tax rates with the interest expressed as a percentage of a $3.5 billion payroll. 
This recommendation was included in the 1946 amendments. 
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Whenever a pension system covering the employees of an employer or a group 
of employers is created at a time when the immediate retirement load is heavy, 
a large financial problem is created. In most systems, even where employees 
eontribute, the size of pensions and annuities is scaled to the ability of the employer 
to pay prior service costs. Fifteen years ago it was agreed that pensions and 
annuities would not be scaled, so far as prior service was concerned, to the ability 
of the railroads to pay, but on an equal division of cost. In the succeeding 15 
years, each time benefits have been raised they have in substance been given 
retroactive effect, always with 50-50 sharing of prior-service costs between the 
railroads and other employers and their emplovees. 

As of the end of 1947 the 4.6 percent normal cost, estimated at 5.8 percent in 
the second valuation, had risen to 7.9 percent and the interest was $221.5 million 
annually. 

This means that the average new employee gets benefits worth 7.9 percent of 
his pay. On the 50-50 basis the average new employee is reasonably well off so 
long as his half of the total bill is less than the value of his benefits. 

An “average’’ employee is not necessarily the basis on which employee contri- 
butions can be fixed. The fact that the “average’’ employee is well off on a given 
scale of employee contributions does not always make those employees for whom 
costs are less than average accept the average employee contribution rate if they 
can avoid doing so. 

The great rank and file pressure for the increase in the scale of annuities and 
pensions and the provision of the “residual benefit’’ included in Public Law 744 
of the Eightieth Congress shows rather clearly that the half of the total cost which 
employees contribute must be quite substantially less than the value of benefits 
for new emplovees; and that showing was characteristic of what happens in such 
situations. This fact has highly important consequences to which I shall refer 


ter. 

Such developments as this were not unanticipated. To make the railroad re- 
tirement system possible, three basic principles were included in the Railroad Re- 
tirement Act: 

First, there was to be no forfeiture of the rights to old age annuity for any 
service or compensation with respect to which an employee had paid taxes after 
1937; 

Second, apart from the minima, there was to be a one-to-one relationship be- 
tween annuity and length of service of employees entering railroad retirement 
coverage after 1937, and, except as modified by prior-service limitations, such a 
one-to-one relationship for other employees; 

Third, there were to be prompt steps to cover deficits by taxes so as to prevent 
the employees’ half of the taxes from coming too close to values of benefits for 
new employees. 

These principles are not merely those on which the Railroad Retirement Act 
is based; they, or their equivalent, have been found to be the minima which are 
essential to the maintenance of any contributory industrial pension system, 
which the railroad system is. 

If H. R. 3669 merely proposed to throw out the Retirement Act baby with the 
bath, I might not have been unduly saddened; I have been father to many such 
babies, most of them being in sound health. But when it is proposed to heave 
the cast-iron bathtub on top of the baby, I cannot resist the urge to speak out in 
protest. 

To be quite specific: The enactment of H. R. 3669 into law would, first of all, 
result in a tax levy on the vast majority of railroad workers from now on, in re- 
turn for which it is not proposed to give equivalent value; second, it would pro- 
duce a forfeiture of annuity rights for an unknown but undoubtedly large number 
of former railroad workers with no adequate offsetting value—frequently no off- 
setting value at all; third, it would have the effect of reducing some annuities 
immediately and many others within the next 2 or 3 years; fourth, it would in- 
troduce inequities and anomalies on a staggering scale; fifth, it would worsen labor 
relations on the railroads, already in sad need of improvement, to the great detri- 
ment of the national interest; sixth, it would adopt policies for the railroad re- 
tirement systems which, if incorporated in an industrial pension system covering 
employees under title II of the Social Security Act and intended to supplement 
the insurance benefits thereunder, would make impossible the approval of that 
system by the Bureau of Internal Revenue pursuant to section 165 (a) of the 
Internal Revenue Code; seventh, it would permit the Railroad Retirement Ac- 
count to retain all the appropriations on account of military service, which, in 
my judgment, would amount to a Government subsidy of a quarter billion dollars; 
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eighth, it would make impossible the adoption by Congress of a uniform national 
policy on social security; and finally, it would, in my judgment, make it reasonably 
certain that a Government subsidy would be required in the future to continue 
operation of the system indefinitely. 

1. Charging the majority of railroad workers for benefits not received 

Under H. R. 3669 no person can receive a benefit under the Railroad Retire- 
ment Act unless and until he will have completed 120 months of railroad service: 
that is, there must be 120 different calendar months in which he will have worked 
for an employer as defined in that act. 

On the basis of the employment termination rates! used in the fourth valua- 
tion of the liabilities under the railroad retirement system, about 85 percent ? 
of the number of persons entering railroad service will not complete 10 years 
of service in the railroad industry. The percentage is based on the rates for 
entry age 28, which can be regarded as representative.* 

H. R. 3669 would continue the existing schedule of taxes under the Railroad 
Retirement Tax Act. This means that on January 1, 1952, railroad employees 
will increase their contribution rate from the present 6 percent to 6'4 percent of 
their compensation up to the maximum taxable amount, which maximum on 
the same date would be increased from $300 to $400 per month. If a railroad 
employee fails to complete 10 years of service, his compensation will become 
creditable under title II of the Social Security Act, and whatever rights he may 
have, except for the residual payment, will be under that act. Even in the case 
of an emplovee whose sole employer was a railroad but who dies before he com- 
pletes 10 years of railroad service, the benefit to any survivors will come from 
the Social Security Act. Only if he has no eligible survivors (or if his widow has 
the choice and does choose an immediate lump-sum benefit) can there be any 
immediate payment under the Railroad Retirement Act. 

An employee starting in railroad service will, on the average, for just a little 
more than 13 years (measuring by seniority), have the same old-age and sur- 
vivors insurance protection as an employee in social-security coverage. But he 
now pays and will continue to pay more for that protection. For the next 10 
calendar years at least, that extra cost will be not less than 44 percent of taxable 
payroll. Under the ordinary pension plan which supplements the title II social- 
security-insurance benefits, employees who, after making contributions, terminate 
employment without the right to an annuity receive back their contributions, 
usually with accumulated interest. The 44-percent railroad tax, which is in 
excess of the Federal Insurance Contributions Act tax, is regarded as in the 
nature of such a contribution. The maximum value for an employee who pays 
the extra 444 percent but does not qualify for the railroad annuity is the residual 
benefit without offset. The total (7 percent of creditable pay after 1946) residual 
benefit without offset will, in substantially all cases, be less than the value of the 
extra 44 percent of such pay since, under the valuation standards of the fourth 
valuation, an assurance of 7 is worth less than 4.25 until after age 58. 

The average minimum forfeiture (the maximum being 100 percent) as a per- 
centage of the value of 4% percent of taxable pay, with accumulated interest, 
runs as follows for entrants at 28: 


For terminations before completing: Percent 
First vear of employment__ 47 
Third year of employment 15 
Fifth vear of employment_ - —- 13 
Seventh year of employment 41 
Tenth vear of employment 39 
Twelfth vear of employment 37 


These comparisons are based on age at entry 28, but I have no doubt they are 
close to average for all entry ages. 

The maximum value of the forfeitures for an individual—that is, his overpay- 
ments—is the accumulation of the excess of taxes over those imposed by the Fed- 
eral Insurance Contributions Act; the minimum is the value of such excess re- 
duced by the value of the assurance represented by the gross residual benefit. 
The value of the overpayments can be measured as an average for all railroad 


i See 1946 Annual Report of the Railroad Retirement Board, pp. 99 and 113; 1949 Annual Report of the 
Railroad Retirement Board, pp. 128, 130, 133, and 152. 

2 Withdrawals in the years 1938-46 from among all new entrants in those same years, for reasons other 
than death, disability, or retirement, exceeded by 22 percent those expected under the rates used in the 
third and fourth valuations. 

31949 Annual Report of the Railroad Retirement Board, p. 141. 
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workers at a given seniority or, where service is less than 120 months (which 
means seniority running into the thirteenth year), it may be measured for those 
in the same seniority groups who will forfeit. Using the valuation standards of 
the fourth valuation with a 20-percent increase for pay increases since 1947, the 
following are the values of forfeitures for age-at-entry group 28: 


| Present value of aver- 
age forfeiture for all 
employees at speci- 


Present value of aver- 
2e * € > . « 
Percentage age overpayment for | 


| 
of employ- | 





allemployees at ; ‘ 
| ees at spec- | o Sivas gutet. Por Heal | fied seniority who 
lified senior-|  SPecified seniority will forfeit 
ity who willi|__ SES ae ee am a 
| overpay 
| | Minimum | Maximum | Minimum | Maximum 
ictal eT, Sn eT Paes Se a 
Beginning of service __. Tel 83 | 51 | $122 | $60 $144 
End of indicated year of seniority: } | | 
First : : 67 | 93 | 227 136 | 331 
Second = ’ 3 | 58 110 271 | 183 451 
Third a nal 50 | 120 208 228 569 
Fourth - ; | 43 124 | 312 275 | Hud 
FE eee tie ee : 37 | 123 | 315 312 SOD 
Sixth Se. Se ts ee 31 | 119 308 351 918 
Sevestit..........-. eal 25 | il 293 390 1, 026 
Eighth. Bee etait = | 20 101 269 430 1,141 
Ninth_. hides wilin dertstare sacs | 15 | 8S 237 467 1, 255 
0 " , wal 10 72 197 503 1,372 
J i aa aera ea 6 | 53 147 | 539 1, 489 
Se Fe ee ‘ .| 1} 32 89 57 1, 007 


| ! 


If these values were to be applied to railroad workers in service in the last year 
for which breakdowns are available—1947—the forfeitures would be in the aggre- 
gate $364 million, maximum, or $146 million as a minimum. 


2. Forfeiture of annuity rights by former employees 

According to the 1950 Annual Report of the Railroad Retirement Board (p. 
160), there was a total of 7,731,000 different individuals within the coverage of 
the railroad retirement system in the 11-year period following December 31, 
1936. Of this number there were 2,385,700 who were in active service during 
1947 (1949 Annual Report, Railroad Retirement Board, p. 138), 230,000 had been 
awarded retirement annuities effective in the 10-year period ending December 
31, 1946, and 4,905,900 were living but not in railroad service during 1947; the 
remaining 209,400 presumably died without qualifying for a retirement annuity. 
There were 140,000 reentrants into railroad service in 1948, all of whom must 
have come from those counted as inactive in 1947, and 89,000 in 1949, most of 
whom probably were inactive in 1947. 

On the basis of the new entrants into railroad service in 1948 and 1949 and 
separations from service during those years as well as in 1947, I would estimate 
that the total number of persons in railroad service after 1936 through the end 
of 1950 as between 8,350,000 and 8,400,000. There will have been in service 
during 1950 somewhere between 2,100,000 and 2,200,000 persons. The number 
of annuities with beginning dates before 1951 will run to about 340,000. There 
have been perhaps 250,000 deaths among those who had not qualified for a retire- 
ment annuity; and from 5,700,000 to 5,800,000 of these former railroad workers 
were living but inactive during 1950. Of this group, I estimate that from 5,550,000 
to 5,650,000 have had less than 10 vears of service creditable under the Railroad 
Retirement Act, and the great majority will never have 10 vears of service. All 
these 5% million former employees with less than 10 vears of service have paid 
taxes larger than under the Federal Insurance Contributions Act, and under 
existing law each of them has a right to an annuity under the Railroad Retirement 
Act upon attaining age 65 and on leaving the service of an emplover or of the last 
person by whom employed before the annuity begins. H. R. 3669 would wipe 
out the railroad retirement annuity rights of certainly not less than 5,000,000 of 
these. The deferred annuities to inactive and terminated employees had a 
value of $332.6 million as of December 31, 1944, and $559.2 million as of December 
31,1947. The value, under present law, to those in inactive status as of December 
31, 1950, will probably turn out to be $650 to $700 million. 
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By virtue of the new start provisions of the 1950 amendments to the Social 
Security Act, crediting of railroad service and compensation under social security 
will not increase benefits of the great majority of these 5,000,000 persons. It is 
to be added, of course, that no one has the remotest idea of how many of these 
5% million inactive employees have been under social security coverage or any 
other kind of retirement act coverage and what their status is or will be with 
respect to the treatment it is now proposed they receive. On the basis of a con- 
servative estimate—the value of the annuities which would be wiped out would 
be $450 million. The value of the residual payment which would result from this 
wiping out, by an extremely generous estimate, would run to $100 million. That 
is to say, H. R. 3669 would take away from this group values of about $350 
million. It may be that my moral ideas are old fashioned, but I find this proposal 
inexpressibly shocking. Nor is the shock to be measured in quantitative terms. 
My views would be unchanged if it were to be demonstrated that my estimate of 
$350 million were a large exaggeration—which it is not. 

8. Reducing railroad annuities 

Section 7 of H. R. 3669 provides that: 

“The retirement annuity or pension of an individual and the annuity of his 
spouse, if any, shall be reduced, beginning with the month in which such individual 
is, or upon proper application would be, entitled to an old-age-insurance benefit 
under the Social Security Act, as follows: (i) In the case of the individual’s re- 
tirement annuity, by that portion of such annuity which is based upon years of 
service and compensation before 1937, or by the amount of such old-age-insurance 
benefit, whichever is less * * * and (iii) in the case of the spouse’s annuity, 
to one-half the individual’s retirement annuity * * *., 

To give an example: Take the case of a former railroad employee who was 
retired in 1942 at the age of 60 on an annuity reduced by one-third from the 
amount which would have been payable at 65 and amounting to $60 a month, 
there having been 300 months’ service prior to 1937 with $180 per month com- 
pensation and 60 months of service after 1936. Assuming that the portion based 
on years of service and compensation before 1937 is measured by the excess of 
$60 over what the annuity would have been if based on subsequent service only 
(disregarding for that purpose the 30-vear service requirement), such portion 
would be seven-ninths of $60, or $46.67. Assume further that during the war 
he had social security employment, and after the enactment of the social security 
amendments of 1950 he left his job under social security and applied for and 
received a social security benefit, the primary amount of which, by operation of 
the conversion table, is $56.60. Meanwhile the railroad annuity was increased 
in 1948 to $72. Further, the annuitant’s wife became 65 in 1951 and has been 
awarded a social security benefit of one-half her husband’s primary amount in 
her own right, $28.30, so that the total monthly income to the individual and his 
wife is $156.90. The prior service part of the annuity paid to this employee was, 
after the increase in 1948, $56. Under the amendment in H. R. 3669 the retire- 
ment annuity of the railroad employee would be increased from $72 to $82, of 
which amount $63.78 would be attributable to prior service. Since this is larger 
than the annuity payable to the employee under the Social Security Act, the 
railroad annuity will be redueed, pursuant to H. R. 3669, from $82 to $25.40. 
To this will be added the spouse’s annuity of one-half that to which the employee 
would be entitled if he had been 65 at the time of retirement, or $33.20, making a 
total ef $58.60 payable under the Railroad Retirement Act. By operation of 
H. R. 3669 the total annuities under the railroad retirement and old-age and 
survivors insurance systems now payable to this employee would be reduced 
from $156.90 to $143.50. Before the Social Security Act amendments of 1950, 
this employee and his wife would have had a monthly income of $120.60. These 
amendments added $36 to the monthly income of this couple. Now comes 
H. R. 3669 and proposes to take away almost 40 percent of the increase. 

This will not be an isolated example. At the end of 1949 there were 175,700 
age annuitants, of whom probably 120,000 had been out of railroad service for 
more than 2 years after being granted an annuity and were able to work. Neither 
I nor anyone else knows how many of these have worked under social sectrity 
coverage after getting the railroad annuity. I have no doubt there are many 
thousands of them. Other thousands—again no one knows how many—worked 
under social security coverage before being awarded a railroad annuity. 

From 1940 through 1949 almost 34,000 annuities were granted to people who 
had been out of railroad service for more than a year and for as long as 8 to 10 
years. Moreover, there were inactive employees who are not in receipt of an 
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annuity, probably in most cases because they have not retired from the service 
of the last employer; 3,100 employees 65 and over who had completed 10 to 14 
years of service; 5,900 who had completed from 15 to 25 years of service; 7,500 
who had completed from 25 to 30 years of service; and 37,200 who had completed 
more than 30 years of service. The greater part of the service of this last group 
was, of course, before 1937. In addition to these there were inactive in 1947, 
and between the ages of 55 and 64, 24,500 employees who had completed more than 
10 years of credited railroad service. Doubtless a large fraction of these are in 
social security employment. By the enactment of H. R. 3669 I think you will 
probably reduce the retirement incomes of at least 15,000 railroad families below 
what they are or will be under existing law. No one knows the number. It 
could be 25,000; nobody knows. It apparently has been regarded as so profoundly 
inconsequential as not to be worth a mention. 

Under the railroad retirement system up to now, persons who withdraw after 
30 years of service will usually receive more than a person remaining in railroad 
service until 65 or older. Some correction here may be desirable. H. R. 3669 
goes far beyond what is desirable for the future in many cases; certainly the reduc- 
tion of incomes once entered upon can only be regarded as sheer brutality 


4. Inequities and anomalies 

The range and scope of possible inequities and anomalies is almost unlimited. 
Some of these have been illustrated; it may be worth while to indicate some general 
classifications. 

First, take the case of two former railroad employees who began work on a rail- 
road on January 1, 1937, and worked for 114 months receiving $300 in each month. 
On July 1, 1946, each began to work for an employer not subject either to the Rail- 
road Retirement Act or the Social Security Act, and both these employees have 
continued to be so engaged since. Let us assume further that both these employees 
are about the same age and that one reaches 65 and retires as of the last day of the 
month preceding, while the second reaches 65 and retires on the last day of the 
month following the assumed enactment of H. R. 3669. The railroad retirement 
annuity of the first employee under section 27 (a) of H. R. 3669 would begin to 
accrue before the last day of the month of assumed enactment of H. R. 3669. If 
the application of this first employee had been processed and the annuity awarded, 
an annuity to his wo perer if or when she is otherwise eligible, would be payable. 
But if the award had not been made, I understand section 27 (e) to make the spouse 
ineligible for the supplemental annuity. That is, a substantive right may be re- 
tained or lost dependent upon the speed of the administrative process. 

I find the language of 27 (e) not clear; but in any event the more serious inequity 
is the one which wipes out the annuity of the second employee. On the day before 
the enactment of ne R. 3669 he had an annuity having a value, including the re- 
sidual payment, on the fourth valuation standards, of $5,920. The day after 
enactment, his annuity having been wiped out—his years of service having been 
reduced from 10 to 94;—his only benefit would be the residual payment which on 
the same standard has a value of $934. 

Second, take two cases differing only in that one (A), takes a job under social 
security coverage 1 month before H. R. 3669 is effective; the other (B), 1 month 
later, the latter being affected by the proposed disqualification for receipt of social 
security ‘‘wages,”’ the first not. The comparisons are set forth in tabular form. 
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{ 
A B 
— — SS | |- 
1. Months of prior rail service * Jskawesl Se 240. 
2. Average monthly prior service compensation -| $200 / $200. 
3. Months of subsequent rail service | 120 | 120. 
4. Average monthly compensation for subsequent service | $290 | $290. 
5. Average monthly compensation, all service | $230 | $230. 
6. Full railroad annuity, existing law $118.80 | $118.80. 
7. Age at retirement (July 1, 1951) 62 | 62. 
&. Annuity at retirement $95.04 | $95.04. 
9. Amendments assumed effective | Oct. 1, 1951 | Oct. 1, 1951. 
10. Employment in steel mill effective Sept. 15, 1951 Oct. 15, 1951. 
11. Date of subsequent retirement Dec. 31, 1954._| Dee. 31, 1954. 
12. Wages creditable under title I] of Social Security Act | $11,700 | $11,700. 
13. Social security primary amount $71.50 | $71.50, 
14. Railroad prior service annuity ; | $57.60 | $57.60 
15. Railroad annuity payable after Dec. 31, 1954 | $37.44 .---| $37.44. 
16. Total railroad and social security annuities from Jan. 1, 1955 under | $108.94 | $108.04 
H. R. 3669. | 
17. Total railroad and social security annuities on Jan. 1, 1955 under laws | $166.54 | $166.54. 
as of May 1, 1951. 
18. Total value as of July 1, 1951 of railroad annuity and residual benefit ' | $13,364 $13,364. 
under law as of May 1, 1951. | 
19. Value of railroad annuity as of July 1, 1951 after amendments under | $7,702 $3,932. 
H. R. 3669. 
20. Compensation carrying residual benefit of 4 percent | $18,600 $18,600. 
21. Compensation carrying residual benefit of 7 percent | $16,200 | $16,200. 
22. Gross residual benefit $1,878 | $1,878. 
23. Value ! of residual benefit as of July 1, 1951 ere | $234. 
24. Total value ! of railroad benefits as of July 1, 1951 | $7,741. | $4,266. 


! All residual benefit values are overstated; values assume no survivor benefits, other than the residual, 
will become payable. 


It is to be noticed first that H. R. 3669 would reduce the value of benefits under 
the more favorable case from $13,364 to $7,741. A difference of 1 month in the 
date of entering old-age and survivors insurance coverage would reduce the total 
value of railroad benefits by a further $3,475. Thus enactment of H. R. 3669 
would, in the case of A, cut benefit values by over $5,600, while for B the reduction 
would aggregate $9,100. B would gain $3,250 for working, let us say, for a munici- 
pality (or in other employment safely outside the, for him, dangerous ambit of 
social security) for half the pay he would get from the steel company. 

The anomaly just mentioned is one which will have some wide repercussions, 
After enactment of H. R. 3669 monthly ‘‘wages’’ in the amount of $50 or self- 
employment income of $50 a month will result in loss of 1 month’s railroad 
annuity. An annuitant who takes employment in a retail store or with a building 
contractor or enters upon any of a million other jobs and receives $50 a month 
loses his railroad annuity for that month. But if he works for a State or county 
government or any of another million occupations not covered by social security, 
a reduction in his railroad annuity wil! not result. He may work in a job covered 
by the Federal civil service or other Federal employee retirement act without loss, 
but not in a Federal job covered by title II of the Social Security Act. The 
Railroad Retirement Board cannot administer this provision on the theory that 
the social-security records will make it practicable. And, in any event, reducing 
railroad annuilies because of employment in some unconnected fields but not in 
others is nonsense unjustfiable by any allegedly administrative convenience. 

In the original bills which became the Railroad Retirement Act of 1937 there 
Was incorporated, on my recommendation, a provision for the. payment of annui- 
ties only during periods in which the recipients were not engaged in substantial 
gainful occupation. The idea of reducing railroad annuities for social-security 
employment was considered and rejected at that time on both equitable and 
administrative grounds. There was no objection to the more inclusive reductions 
incorporated in the bills referred to in favor of the provision which has since 
been in the Railroad Retirement Act. The social-security provision is included 
now, I take it for granted, only because of the desirability of finding ways of mak- 
ing it appear that benefits are being liberalized. If the cost credit for this factor 
is such as indicated by Railroad Retirement Board Member Squire in the report 
to this committee, I would agree that its effect has been grossly exaggerated. 

The examples for A and B have been set forth in some detail to indicate not 
only the very great differences in benefit rights that a short period of time will 
make if H. R. 3669 is enacted, but also to show the complex character of the 
variables involved. But there was another purpose. All the variables could 
have been shown with respect to a retiree at age 65 without the same relative 
changes in values. But the illustrations are intended to show also the inequity 
arising out of failure to modify the reductions in annuities for retirements before 
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65 when such annuities are suspended. The reductions in annuities under section 
2 (a) 3 of the Railroad Retirement Act are intended, as other similar provisions 
in thousands of pension plans are intended, to produce an annuity beginning before 
age 65 in an amount such that its value will be equal to the value of the annuity 
credits maturing at 65. When the annuity is not paid, there is no reason to reduce 
the annuity amount. The loss on this score in examples A and B is the same— 
about $2,600 for each case. 

The extent to which the loss of credits under the railroad retirement system is 
less than offset by the credits under social security for those who withdrew before 
completing 120 months of service varies with the duration of the railroad service. 

To illustrate this I have constructed a series of average annuities based on the 
standards of the fourth actuarial! valuation, except that I have allowed for increases 
in railroad wages since 1947. The form of the wage increases in the railroad 
industry, as in most other industries, has been such as to change the slope 
of the salarv seale. The increase in over-all average wage incomes between 
1947 and 1950 (using for this purpose the average number of employees and 
total compensation of the class I steam railroads) was about 18 percent. I 
increased the 1947 salary scales at entry age 28 through duration 13 by 20 per- 
cent, at duration 14 by 18 percent, at duration 15 by 16 percent, at durations 
16 to 20, inclusive, by 15 percent, at durations 21 to 25 by 12% percent, and the 
remaining durations by 10 percent. The accuracy of the comparisons would be 
affected to a minor degree by choice of other percentages or by use of the 1947 salary 
scales without change. 

Since on the average, as already indicated, railroad workers do not complete 
120 months of service until they are in their thirteenth vear of seniority, the illus- 
tration runs up to a point which is just short of completion of 10 years of service. 
The illustration finally assumes that the employment history, including the earn- 
ings, will be the same for an individual whether he is covered by the railroad 
system or working under social security, with the exception of the difference in 
limitation in creditable compensation. Under the assumptions used here, how- 
ever, this factor produces a difference of only one-fifth of 1 percent in total credit- 
able compensation. 

For the average railroad employee who withdraws during his first year of 
seniority (at which time he will have, according to the fourth actuarial valuation, 
3 months of service), the social security primary amount for which he wil! qualify 
will inerease by 30 cents a month. On the other hand, the railroad worker who 
has the identical experience but stays on until he is 65 will increase his railroad 
annuity by $1.10 cents foc that initial half year of seniority. For those who 
withdraw in the second year of seniority (at which time the average number of 
months of service will be 9%, according to the fourth actuarial valuation), the 
social-security benefit to be payable at 65 will be 70 cents more than it would be 
without the crediting of these railroad wages. On the other hand, without this 
same period of service and compensation, the railroad retirement annuity would 
be $3.59 a month less than when such service and compensation are included. 
The disparity in favor of those continuing under railroad retirement coverage and 
against those who leave that coverage before completing 10 years of service 
increases rather rapidly. This is shown in the following tabulation: 


Increase in amount of monthly annuity produced by wages in indicated seniority 





period 
ee ae ee PO Pees ae ee age escent. tee : ~-= 

| | tee , Net loss in 

Tnder eneia) | Underrail- | monthly 

Seniority | t yond eng | road retire- | annuity by 

" . ment | transfer to 
| \social security 

} ; 

k,n Eee Cae aa eee ae aot : j | $0. 30 | $1.10 $0. 80 
First 18 months sin Se a RO Rl tele! v4 aaal 70 | 3. 59 2.89 
Lk . . RS RaR Ee ; 1.30 6.51 | 5. 21 
First 42 months....................- 2.10 | o.84 7.74 
First 54 months____.__.. ; 2. 80 | 13. 51 | 10.71 
First 66 months _________- 3.70 | 17.47 | 13.77 
First 78 months.._______- | 4.80 ¢ 21.77 | 16. 97 
First 90 months... 5. 70 26. 33 20. 63 
First 102 months______- 6.90 | 31. 16 24. 26 
First 114 months._____._.___. 4 att | 7.90 | 36. 30 | 28. 40 
First 126 months___- ie site : é | 9.10 | 41.68 32. 58 
First 138 months | 10. 30 47.14 | 36. 84 
First 150 months 11.50 52. 67 41.17 
First 158 months... __- 12. 60 57.00 | 44.40 
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These illustrative inequities and anomalies could be multiplied many, many 
times over. Suffice it to say that any semblance of equity as between persons 
covered for less than 10 years under the railroad system and those covered for 
periods longer than 20 years is nonexistent. There are equal inequities between 
the benefits of those who remain under railroad coverage for 120 credit months and 
longer. I simply have not had time to examine these. 


5. Deterioration of labor relations 

During the past 4 years I have had the opportunity of observing the operation 
of the railroad retirement system from the point of view of railroad workers 
who are not members of one of the standard railroad organizations. There are 
in the basic steel industry from 25,000 to 30,000 railroad employees who are subject 
to the Railroad Retirement Act. A majority of these belong to the railroad labor 
organizations but there are some thousands who are members of the United 
Steelworkers of America. Under the agreements negotiated by the United 
Steelworkers with the baise steel industry in 1949, pensions in the aggregate were 
fixed at a level substantially above either the level of railroad retirement or social 
security. The railroad employees within the steel plans, generally speaking, will 
receive the same pensions as those who work in the steel mills. The amount 
paid under these supplemental plans by the companies will, of course, usually 
be substantially less for those of their employees covered by the Railroad Retire- 
ment Act than for those covered by social security. However, since the reduction 
in the over-all basic steel pension is based, in the case of social-security coverage, 
on the primary insurance amount and does not include the supplement received 
by the wife, there are numerous cases in which the family income of steelworkers 
who are covered by social security is greater than for those who are covered by 
railroad retirement. The heavy tax rate under the Railroad Retirement Tax Act 
makes the railroad employees in the steel industry feel themselves substantially 
disadvantaged because of the railroad coverage. 

Enactment of H. R. 3669 will in no way remedy this for the fact is that the 
pensions in the steel industry, generally speaking, will exceed the amounts payable 
under the railroad retirement system even if 8. 1347 were to be enacted. If 
H. R. 3669 had provided for a new start, the results might have been different, 
but the amount will still be based on wages, some going back to 1924. More than 
that, any man on a steel railroad who moves across the tracks into the steel plant 
before he has completed 10 years of service will find himself, generally speaking, 
with little, if any, higher benefits than the man who has never paid the high 
railroad tax. 

H. R. 3669, if enacted, will cause this situation to blow up with about the 
force of an atom bomb. I have referred to the steel industry because I have been 
rather intimately associated with it. I know the attitude of the employees in tha 
industry from quite intimate personal association. 

Without hesitation, however, I express the opinion that this will not be confined 
to the steel industry. For a great many years I have had frequent contact with 
workers who are called upon to contribute under pension plans. I assert as an 
incontrovertible fact that any employer in the United States who attempted to 
force his employees to contribute at a rate 4% percent above that of social security, 
and offered in return to anyone who completed less than 10 years in his service 
(even if counted on a seniority basis) a return identical to that provided through 
the residual benefit, would create very bitter dissension. I have had occasion to 
become familiar with many hundreds of pensions plans and to look at the provi- 
sions of as many more. In the whole area which I know, no employer has ever 
remotely entertained the idea of doing what is here proposed, and I venture to 
think that no one ever will. I do not think I will be regarded as disrespectful if I 
express a doubt that the enactment into law of a practice which, if engaged in by 
an employer, would be regarded justifiably by his employees as a violently unfair 
labor practice, will suffice to remove the stigma. 

I think it is apparent even to the casual observer that the relations between 
railroads and their employees have deteriorated in the last few years. My own 
observations lead me to attribute a large share of the complex of factors bringing 
about that result to the increase in taxes under the 1946 amendments. As an 
assiduous supporter of that tax increase, I cannot very well be regarded as blaming 
others for this situation, and I do not. But H. R. 3669 will, in my mind, unques- 
tionably revive in greatly intensified form the difficulties which led to the enact- 
ment of the residual benefit legislation in 1948. 
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6. Violation of standards fixed by Congress for the operation of retirement plans in 
industry 

In 1942, by amendments to the internal revenue code, Congress expanded 
substantially the standards which private pension plans must meet if the con- 
tributions by employers to accumulate funds for the support of such a plan or 
toward the purchase of employee annuities are to be regarded by the Bureau 
as expenses of doing business and, as such, are deductible from gross income for 
the pur of determining the taxable income of the employer. One of the 
pe sy in section 165 (a) of the internal revenue code, is that the plan may 
not contain a provision excluding from its coverage employees whore period of 
employment exceeds 5 years. Payment of a residual benefit would not constitute 
being covered by a pension plan. On this score, therefore, it can be flatly 
asserted that the proponents of H. R. 3669 are requesting a standard of coverage 
less favorable to employees than will be required of a plan entered into by an 
employer to supplement social security or railroad retirement, either directly 
or through a collective-bargaining agreement. 

The Bureau ruled last November (PS 64) that under the type of plan found in 
most collective bargaining agreements, where the funds to be provided are meas- 
ured by a fixed percentage of payroll or a fixed number of cents per hour or similar 
uniform method, the plan will be recognized as bona fide only if the employer 
certifies that actuarial calculations, accepted by him as reasonable, indicate that 
the funds to be paid in during the term of the contract will equal the capital 
value of the annuities to be granted during that term, and that the contributions 
will equal the normal cost plus the interest on the unfunded reserve requirement. 
I am not aware of the views of the representatives of the railroads on H. R. 3669, 
but in view of the report of the Railroad Retirement Board and on the basis of 
my own knowledge of the situation, I would not hesitate to assert that the second 
essential part of such an affidavit could not be made, as regards the railroad 
retirement system, by railroad employers or anyone else if H. R. 3669 is enacted. 
I would therefore suppose that any pension plan which copied the provisions of 
the Railroad Retirement Act, modified in the way proposed by H. R. 3669, 
would be found not to meet the financial standards prescribed for voluntary 
pension plans. 

Curiously enough, section 165 (a) of the internal revenue code does not deal 
explicitly with forfeitures. But I doubt that a private pension plan, which fol- 
lowed the railroad retirement system as modified by H. Re 3669 in every respect 
except for reducing the 10-year exclusion to 5 vears and providing the minimum 
financing, would nevertheless be disapproved on the ground that forfeitures 
in effect, violated the basic requirement that the plan be bona fide. Employer 
contributions are normally forfeitable with respect to any single identifiable 
individual; employee contributions have hitherto been thought of as inviolate. 

Enactment of it, R. 3669 would inevitably, it seems to me, tend to weaken 
the standards which have been created for private pension plans under the 
internal revenue code by indicating that the Congress has no belief in them. 
These standards have been of great value. Any move looking toward their 
weakening would be a very great disservice to many millions of workers in the 
United States, and would immensely prejudice the position of those trade-unions 
which have negotiated pension plans for their members in ful! reliance upon 
continuance of existing statutory standards. 


7. Unwarranted gain from military service appropriations 

The Congress has appropriated almost $360 million by reason of the crediting 
of military service for certain former railroad employees under the Railroad Re- 
tirement Act. It is my understanding that while all the appropriations have not 
been meena no further congressional action is required to make the 
transfer. 

The provisions of the military service credit arrangement have been such as to 
give those credits in overwhelming measure to persons who have had very brief 
periods of railroad service. I would suppose it altogether probable that three- 
fourths of the individuals getting credit for military service under the railroad- 
retirement system will never have as much as 1 year of actual service on railroads. 

I suppose I am responsible for this situation, since the basis of the legislation 
was agreed upon by a Presidential committee on which I sat for the Railroad 
Retirement Board. For various reasons, it became impractical to carry out cer- 
tain subsequent steps which were contemplated when agreement for the legisla- 
tion was reached by the Presidential committee. But that is irrelevant now. 
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Enactment of H. R. 3669 would, in effect, wipe out the great bulk of military- 
service credits, since the employees involved will not have had 10 years of cred- 
itable service under the Railroad Retirement Act at any time in the future. If 
H. R. 3669 passed, there would be no possible reason for transferring the re- 
mainder of the military-service appropriation, and I would venture the guess 
that some $200 million of that already transferred will, on any rational basis, be 
found to have been in respect of military service for which H, R. 3669 eliminates 
railroad credits. H. R. 3669 makes no provision even for a study of this 
situation. 


8. Impossibility of uniform national policy on social security 

For some 14 years the problems of financial support for title II of the Social 
Security Act have been predicated on the coverage of that act as it exists. H.R. 
3669 would, in effect, expand the coverage of the Social Security Act. If the 
benefit to the railroad-retirement system is $100 million a year, as I understand 
from the report of the Railroad Retirement Board, the taxes levied on all those 
covered under social security without the railroad coverage must, of course, be 
larger by $100 million a year than would otherwise be necessary. The necessity 
for increasing social-security taxes would be smaller only if it could be shown 
that the gain to the railroad-retirement system is exaggerated. In that case, the 
cost to the railroad system will have been understated. 

Calculations as to what the effect on social security would be if railroad workers 
were to be covered have been made for many years. One was prepared in con- 
nection with the negotiations leading to the agreement about the amendments to 
the Railroad Retirement Act of 1935 which became the Railroad Retirement 
Act of 1937. My recollection is that that calculation indicated a social-security 
differential of 0.52 percent of the railroad payroll. These calculations were 
based on assumptions which have become completely obsolete over the years. 
But I think there is cause to wonder whether those made now are any better. 
Mr. Squire’s dissent to the Railroad Retirement Board report refers to “* * * 
savings in the neighborhood of $100,000,000 a year on a ‘level’ basis * * *” 
This is about 1.89 percent of the taxable railroad payroll used in the Board’s 
calculations ($5.2 billion).. The Board’s cost summary, however, indicates a 
gross future differential of 0.64 percent of the taxable railroad payroll, reduced 
by a past negative differential to 0.24 percent of the assumed railroad payroll. 
Obviously Mr. Squire was not referring to the concept which underlies the 
financial statement. 

Calculations of cost differentials between railroad retirement and social secu- 
rity are inherently of such a character that equally reasonable but different 
methods will give results varying widely. The 800 percent range which shows 
up in the comparison between different parts of the Railroad Retirement Board’s 
report, I think, is to be regarded as on the abnormal side. But lack of agree- 
ment on estimates of this sort will be the rule and agreement the rare exception. 

Whenever the Congress has occasion to consider social-security policy under 
these conditions, it will be faced immediately, I have no doubt, with an unresolved 
disagreement in this area, But even more important, it must be recognized that 
an amendment to title II of the Social Security Act will probably affect employees 
under social security who have had no railroad coverage in one way and those with 
varying periods of joint coverage in other ways varying with many factors. 
With the enactment of H. R. 3669 the two systems will be combined in many 
wavs, but the relationships will be so detailed, so intricate, so variable, and so 
indeterminate and indeterminable that no one could possibly know what all the 
impacts are. It will be utterly impossible under these conditions to have a single 
uniform policy with respect to social security; inevitably clashes in interest will 
lead to moves to clear up anomalies and inequities. When, as is to be expected, 
adjustments are made to correct these particular anomalies and inequities, more 
will thereby be created. The end result will inevitably be disintegration of 
Federal social security. 

9. Reckless financing 

Six years ago, in advocating enactment of the legislation which became the 
amendments of 1946, I contended that is was reasonable to estimate a future 
railroad payroll of $3.5 billion. I gave my reasons and quoted many opinions of 
others to support my thesis that an average $3.5 billion payroll was a reasonable 
long-run expectation. The optimism which I then expressed was based in sub- 
stantial measure on what then seemed to have been a strong recovery from the 
depression which the railroads gained for themselves during a war period. I as- 
sumed, and so stated, that in addition to general economic factors having to do 
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with full employment and high national income, my estimate was based on the 
retention by the railroads of the share of total transportation as of the war peak. 

The railroad payroll in dollar amounts has far exceeded any figure mentioned by 
me or anyone else 6 years ago; and, so far as I am concerned, it has been far above 
any figure which I then conceived to be remotely possible. 

But one of the basie assumptions (in my own mind it was the most important 
single factor) on which I predicated my forecast has proved to be false. Taking 
national income originate ° as the measurement, the peak since the early thirties 
came in 1943 when 4.12 percent of the national income originated on the rail- 
roads. In 1949 the percentage was 2.91, a fall of almost 30 percent from the war 
peak. The share of national income originating in al! the transport industries 
reached the war peak (6.29 percent, the highest since 1935) in 1943. By 1949 the 
transportation share had fallen to 5.53 percent, a relative decline of about 12 per- 
cent. The relative share of income originated in transportation going to the 
railroads fell from 65.57 percent in 1943 (a shade lower than in 1942) to 52.60 
percent in 1949. Thus, the railroad-produced national income has been a 
declining part of a relatively shrinking area. 

In my statements of 6 years ago I implied, though I did not explicity so state, 
that railroad payrolls would bear a fairly constant ratio to national income. 
It is clear now that I was giving the war vears undue weight. In 1946 and 1947, 
total railroad wages and salaries rose relative to the national income as compared 
to the 1942-45 period, but there has since been a sharp drop. In 1950 the ratio 
will be the lowest ever; I estimate it to be 2.20 percent,® a reduction of 18 percent 
since 1946. 

Perhaps the single most significant index of railroad payrolls for social-insurance 
purposes is that indicating the relationship between wages taxable under the 
Railroad Retirement Tax Act and wages taxable under the Federal Insurance 
Contributions Act.? That relationship for the (in terms of the percentages which 
railroad taxable payrolls have to the corresponding social-security figure) full 
years since both taxes began to accrue is: 





Percent Percent 
1937_ 7. 628 | 1946 6. 704 
1938. 7. 558 | 1947 6. 053 
1939 7. 194] 1948 5. 876 
1940 6. 802 | 1949 5. 611 
1941_ 6. 335 | 1950 5. 230 
1942 6. 226 Relative decline of railroad pay- 
1943 6. 309 rolls 1937-50 31. 48 
1944 6. 667 | Relative decline of railroad pay- 
1945_ . 6. 884 rolls 1945-50 24. 07 


The decline in the relationships I have just outlined is not merely one which 
is relative to more rapid expansion elsewhere. The basic economic foundation 
the volume of railroad employment—has fallen in absolute terms: In 1950 average 
employment on class I steam railways (including switching and terminal com- 
panies) was lower by 13.5 percent than in 1945; and this was after a recovery of 
2.5 percent over 1949. Measured by hours of work, employment volume fell by 
about 27 percent between 1945 and 1950, part of which was attributable to the 
reduction in the workweek of employees in nonoperating departments from 
48 to 40 hours. But a reduction in the volume of railroad employment in the 
5 vears of 18 to 20 percent seems to me a reasonable inference from the figures. 

The contrast between the changing volume of railroad and other employment 
is reflected in other economic measurements. In the period 1945-50, when the 
number of railroad workers was falling by 13.5 percent and employment volume 
by perhaps half as much more, expansion was characteristic of almost all the 
other major parts of the economy; the emploved civilian labor foree in the United 
States averaged 13.5 percent larger in 1950 than in 1945.8 If the agricultural 
and governmental sectors be excluded, the expansion in the civilian labor force 


5 For the years before 1942, data for national income and total wages and salaries were taken from the 
National Income Supplement to the Survey of Current Business for July 1947, np. 26-27. For the years 
1942-49 (1950 not yet available) the source was the Survey of Current Business, July 1950, np. 15 

* The national income for 1950 has heen estimated at $325.6 billion (Survey of Current Business, February 
1951, p. 9) and the total railroad wages and salaries for railroad transportation at 4.059 percent above the 
Department of Commerce figure for 1949--$5,189 million. The increase for 1950 over 1949 was based on total 
compensation for class I steam railways (including switching and terminal companies) from ICC statement 
No. M-300 for the calendar year 1950. 

7 Sources: Wages Taxable Under FIC A: 1937-44, Social Security Year Book, 1945, p. 35; 1945-50, Social 
Security Bulletin, March 1951, p. 21; Wages Covered Under Railroad Retirement Tax Act, 1937-49, RRB 
Annual Report, 1950, p. 160. 814 (taxes collected in Railroad Retiremeat Tax Act in 12 months ending 
Mar. 31, 1951) = 1950 payroll. 

* Federal Reserve Bulletin, April 1951, p. 438. 
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between the 2 years was 21.6 percent.’ If, in a period when the economy is 
expanding, the railroad segment contracts, what will happen to railroad employ- 
ment and payrolls during periods in which employment generally is expanding 
slowly? Oris stable? Or declining? The answers to these questions are impor- 
tant because the solvency of the railroad retirement system and the security in 
the —_ area of retirement incomes is conditioned upon the future of railroad 
payrolls. 

In order to convey an appreciation to the degree to which the security of 
railroad workers is involved in the future railroad payrolls, I translated the report 
of the Railroad Retirement Board on H. R. 3669 into aggregates, assuming, as 
does the Board, a future payroll of $5.2 billion annually. On the assumption 
that the taxes on payroll are collected currently, the payroll is adjusted by the 
addition of a half year’s interest—1.5 percent—so that the payroll amount to 
which the other figures apply 1s $5.278 billion annually. It is assumed that this 
amount is to be payable annually in perpetuity. The value at a specified rate of 
interest of any sum is the sum divided by the rate of interest. The railroad 
retirement valuations are based on interest at the rate of 3 percent per annum, so 
that the capital value of the payrol! is $175,933 million. Translating the Retire- 
ment Board percentages into amounts aggregate values for the railroad retirement 
system, if modified by H. R. 3669, are as follows: 


Retirement annuities: 
(bart ela a a gta Learn ae a hla Spey i il ie $12, 227, 000, 000 
EE tens en ee ae oe Cia to ae sah 5, 278, 000, 000 


17, 505, 000, 000 








= 























ee cy RES Sa aha Ti tad is oe lhe alli te lc pete Bag 1, 953, 000, 000 
Survivor annuities: 
a ee MONE ee a oes os ae 4, 821, 000, 000 
oe ST oS), Sea ee ae 369, 000, 000 
Children____- ce eo acu vos gh A os scala ee echoes 757, 000, 000 
ene Teen a0nt. |... ..<.. - SLOP Se. 739, 000, 000 
6, 686, 000, 000 
See ree Oa se 5 2S BEI SSR. Rn ee 703, 000, 000 
Tepe IR ee oh em menue 352, 000, 000 
Total arose value of benelite si. jos. eit ie 27, 199, 000, 000 
Benefits to be provided under social security on the basis of 
compensation credited under Railroad Retirement Act---- 11, 031, 000, 000 
Taxes on such credited compensation on social security 
AA a ee ape, pi ba he ih ge a ge 9, 905, 000, 000 
1937-50 excess of social-security taxes over social-security 
benefits which would have been paid____--_-._--.-_-----.- 703, 000, 000 
ee ee en ee eee Cee nee _.... 26, 776, 000, 000 
Te a ee ee ee anche oewgeum 2, 146, 000, 000 
Value of benefits to be covered by percentages of future pay- 
Pome. 2% Bee ee ee eae SASS og Stee an ee cee oe ._ 24, 630, 000, 000 
Berner re CN ss ns Cenc aec teas cenaepaseey 229, 000, 000 
Values to be provided by percentages of future payrolls_- --_- 24, 859, 000, 000 


The future benefits for railroad workers are to be derived from obligations of the 
United States now in hand to the extent of about 8 percent and on future payrolls. 
to the extent of 92 percent; and of the 8 percent, about one-third is due social 
security and, as I shall point out, may not be offset. Further, I estimate that an 
amount in the fund equivalent to not quite 1 percent of aggregate benefits is 
represented by military service appropriations to which the railroad retirement 
system would not be entitled if H. R. 3669 is enacted. On the basis of entitlement 
as of the date of enactment of H. R. 3669, the benefits would depend on future 
payroll taxes to the extent of 95'% percent of the value of benefits. 

When ability to pay benefits is dependent to so large an extent on payroll 
taxes—on which there is, as a practical matter, a ceiling probably no higher than 
the present rates—the level of future payrolls is obviously a matter of the highest 


§ Federal Reserve Bulletin, April 1951, p. 438. 
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importance. Railroad workers are dependent not only on the railroads for pay 
when at work, but on their annuities after retirement and the incomes of their 
dependents after their deaths. No other group of workers in America—not even 
bituminous coal miners—is so dependent, in life and death, on the fortunes of a 
single industry. 

It is to be noted first of all that the net total values of benefits and expenses, 
as estimated by the Railroad Retirement Board—$27.01 billion, exceeds by $6.05 
billion the corresponding figure for the fourth actuarial valuation. The excess 
of these values over funds in hand is shown by the Board’s report to be $24.86 
billion, an increase of $5.07-billion. But this increase of $5.07 billion is valid 
only by counting as part of the railroad retirement account the $0.7 billioa, 
which the Board reports as due to social security under the theory embodied in 
H. R. 3669, and the more than $0.2 billion of military service appropriation which, 
if H. R. 3669 is enacted, could not properly remain in the railroad account. That 
is to say, as of the moment of enactment of H. R. 3669, the increase in liabilities 
of the railroad retirement system would have a value of about $6 billion with 
hopes that a social security differential will emerge and that disgorgement of 
excess military service appropriation can be avoided which will reduce this to the 
$5.07 billion. 

But an increase in the values of benefits offered of $5 billion is surely such as to 
make essential the provision of additional financial support. The situation in 
1951 is totally different from that of 1946. Moreover, when the 1946 legislation 
was enacted, the finances of the system were in balance on the assumption of a 
$3.5 billion annual payroll in perpetuity. The enactment of H. R. 3669 would not 
leave the system in balance even on a payroll of $5.2 billion in perpetuity. 

It is wholly misleading to say this kind of financing is sound on the principles 
underlying the 1946 amendments. H. R. 3669 returns the railroad retirement 
system (if it is not there now) to the situation which existed before the 1946 amend- 
ments. That situation was not intended to exist, and the 1946 amendments had 
as one major purpose its correction. Even if it were sound deliberately to return 
the railroad retirement system to deficit financing, surely it is wrong to reeommend 
that Congress do this on the assurance that in so doing past actions and past 
principles are being maintained. 

The basie question is: Is the proposed deficiency financing sound? Suppose it 
became evident that the payroll of $5.2 billion could not be counted on its per- 
petuity but payrolls would be equivalent to, say, $4.2 billion in perpetuity. Where 
would that leave the system? The change in the assumptions as to payroll would 
change the values of benefits. But the reduction in the value of benefits would be 
on a considerably smaller scale than the reduction in the value of payrolls and 
payroll taxes, This is true in any pension system. In the railroad retirement 
system there are far more matured obligations than in pension systems generally, 
and there will be substantial vested rights even after giving effect to forfeitures 
on the scale imposed by H. R. 3669. Further, a decline in payroll will, I believe 
it will be agreed, reflect disemployment on the railroads. Under a seniority 
system such as is in effect on railroads (to a far greater extent than in the mass 
production industries), a reduction in employment brings about an increase in 
average age.’ The value of the benefits for those disemployed (whether forfeited 
or vested) will be smaller than for those retained in service whose annuities, at the 
higher values, will continue to accrue. Further, disemployment decreases the per 
capita present value of any given percentage applied to future payrolls. Any 
disemployment thus produces a double cumulation of costs. 

In Mr. Squire’s section of the Retirement Board’s report there is reference to an 
unfunded liability of $9.1 billion. From this I assume the interest component of 
the 14.13 percent cost in the Board’s report to be 5.17 percent (3 percent of $9.1 
billion divided by $5,278 billion), making the normal cost for new entrants (in- 
cluding expenses of administration) 8.96 percent of payroll. 

The $9.1 billion unfunded liability figure is what is usually called the unfunded 
“accrued liability.’”” In the case of a reduction in payroll to the equivalent of 
$4.2 billion in perpetuity, the $9.1 billion could under certain conditions increase, 
since it is @ residual in which an important component is the present value of the 
payroll of present employees as of any valuation date; it could remain the same or 
decline.” If the residual on the $4.2 billion payroll assumption proved to be $9 





* The mean age of employees in active service in 1947, as shown in the fourth valuation (taking the mid 
point of the quinquennial age groups and 17 and 85 as the values of the “‘under 20” and “‘80 and over groups’’) 
was 39.45. limination of those who had not completed a year of service would raise the mean to 43.08, 

‘© IT considered making an approximate valuation as of December 31, 1947, of the service prior to 1948 on a 
single-premium basis, but concluded that the ‘‘bent”’ formula, limits on prior service, changing insured status 
and forfeitures would necessitate too many qualifications in any short-cut results. 
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billion, the level percentage cost would be 15.30 percent; if the residual were to 
be $8.5 billion, the level cost would be 14.94 percent. 

Under H. R. 3669, taking the $9.1 billion figure and the inferences drawn there- 
from as given, the level cost will be met only if the payroll rises to the equivalent 
of $7.6 billion in perpetuity. I doubt if even the proponents of H. R. 3669 are 
prepared to put forward any such fantastic assumption. I think it equivalent to a 
theory of inflation in perpetuity, in which event all social insurance systems would 
collapse anyway. 

As indicated already, even the 14.13-pereent figure is conditioned on a future 
excess value of social-security benefits, payable on the basis of railroad wages of 
over $1,126 billion over the value of social-security taxes on those wages. Ido not 
know how these values were computed, but on the basis of the new start under 
social security the $0.703 billion initial accrued deficiency, on balance, between the 
railroad-retirement and social-security systems will grow substantially before the 
long-run savings begin to materialize. That is to say, unless the method of caleu- 
lating the “social security differential’? used by the Railroad Retirement Board is 
such as to apportion the negative differential resulting from the new start under 
social security to the period before the new start, the railroad-retirement system 
will be in balance only on two assumptions: an annual taxable payroll, in per- 
petuity, of $7.6 billion, and continuation, in perpetuity, of the present social-se- 
curity schedules of benefits and taxes. 

Perhaps these assumptions will prove to be conservative; but to adopt a financial 
policy which can only result in the ultimate collapse of the system, if the assump- 
tions prove extreme, can be characterized only as the extreme of recklessness. 

On the basis of the report of the Board, the unfunded liability of the railroad- 
retirement system will rise by $99 million in 1951, by a further $89 million in 1952, 
$91 million in 1953, $94 million in 1954, and so on. By the beginning of 1961, if 
all the assumptions work out, the unfunded liability will have risen to over $10.1 
billion. 

If the payroll equivalent is $4.2 billion instead of $5.2 billion annually, and the 
deficiency proves to be only $8.5 billion, the deficiency at the beginning of 1961 
would be about $9.7. And if the payroll estimate of $5.2 proves too high, and the 
residual liability is unchanged, and the social-security differential is measured 
currently instead of in perpetuity, the deficiency would be mounting, under H. R. 
3669, at a rate of $165 million annually with compound interest, or to $11.0 billion 
10 years hence. 

All this elaborate structure is erected on the fortunes of a single industry and one 
which for more than 20 years, with what proved a brief interruption, has been in a 
contracting area of the economy. 

If this be security, the chairman of this subcommittee will need to revise all he 
has written on social insurance. 

There may be reasons for @ pay-as-you-go system for a social-security system 
having the very broadest coverage. In my opinion there are no such reasons with 
respect to a supplemental system. But there is no reason under any system at any 
time or at any place for a hybrid financial basis. For a hybrid financial basis is 
one which is the result of accident. It will continue to be governed by accidental 
forces; and it can never be defended as being formulated on the basis of principle 
or prudence, or by the exercise of informed and rational judgment. 

Now, if H. R. 3669 is enacted, there will someday come a need for additional 
revenue. Inflation may postpone that day if the benefits don’t keep up with 
the inflation. I do not know when the day will come, but it is as certain as I 
stand here that, taking the Retirement Board’s assumptions as correct, the 
12'-percent tax rate will not permanently support the railroad retirement bene- 
fits. Therefore, on the Board’s assumptions there will be a day when assets in 
the railroad retirement account will not meet the current benefit roll. Long 
before that day Congress will face a demand for additional financial support. 

As I said in an earlier part of my statement, there is a limit under any employee 
retirement system to the contributions which can successfully be assessed against 
employees. That limit, on the basis of my own experience, I have thought of 
as about 80 percent of the cost for new employees. As of January 1 next, the 
employee contribution under the Railroad Retirement Tax Act will be 79.4 per- 
cent of the total cost for new employees as shown in the fourth valuation. Eighty 
percent of the cost for new entrants, if H. R. 3669 were to be enacted, would 
indicate a maximum employee contribution of about 7.2 percent. I have no 
idoubt that the response of employees to a proposal to raise their railroad retire- 
ment taxes even to 7 percent would be such as to make it permanently impossible 

It is inconceivable that there will be any change in the 50-50 division of costs 
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between employers and employees, and on the basis of the equities established I 
can think of no reason for changing the ratio. Apart from this, the economic 
situation is such as to make it extremely unwise to contemplate any increase in 
the railroad taxes. Under these circumstances either the railroad retirement 
system will collapse or there will be a Government subsidy. A Government 
subsidy is preferable to collapse. But it is surely the height of folly to drift into 
the path of Government subsidy without intention, through the back door, and 
under the mistaken impression that the path being taken leads elsewhere. 

There are a number of studies of the problems involved in coordinating indus- 
trial pensions with title II of the Social Security Act which the framers of H. R. 
3669 might have read to their decided profit. Title II of the Social Security Act 
provides a system of old-age and survivors insurance in which the consideration 
underlying the schedules of taxes and benefits is based on broad social criteria of 
desirable levels of income paid out and financial support to be received. The 
railroad retirement system has thus substituted for social security, ideas of equity 
similar to those which underlie the great bulk of industrial pension systems in 
this country. It is now proposed to mix the railroad retirement and social 
security systems. The two do not mix, and any effort to do so is bound to result 
in disaster. If the proponents of H. R. 3669 insist on disregarding the retire- 
ment experience of all the rest of American industry, they are of course entitled 
to try. But they ought not to ask the Government of the United States to 
assist them in that cause. They have no right to flout the elementary rights of 
millions of workers in the shocking way which H. R. 3669 proposes. Railroad 
workers are entitled to an increase in retirement and survivor benefits. But 
those who propose to give them that increase have no right to try to undermine the 
foundations of pensions for great numbers of workers in other industries. Those 
millions who are covered by social security, and citizens as taxpayers and con- 
sumers in general are entitled to have this done in a way which is not violently 
prejudicial to their own security and to the very aims which I had hitherto 
believed industrial pension systems were intended to accomplish. 

I would like, by way of conclusion, to return to the idea of a national system of 
social security. H. R. 3669 raises a basic question as to the path of any such 
national system. This bill proposes to make arbitrary distinctions between the 
railroad area and the area covered by the national old-age and survivors insur- 
ance system, and at the same time make it possible for the railroad group to 
enjoy the gains, if they prove to be gains, which are created for the general na- 
tional system by the absence therefrom of the arbitrarily defined railroad coverage. 
As the chairman will recollect, there was an effort in 1935 and 1936 to make it 
possible for employers with private pension plans to continue those plans, if 
they met certain rather low standards, independently of social security. The 
inevitable consequence of the adoption of any such proposal, of course, was that 
employers, with low pension-cost factors, would remain outside of the general 
old-age insurance system. If the low-cost employers could remain outside, 
clearly the cost of coverage would rise; one rise in cost of coverage would make 
profitable the withdrawal of another group of employers, and so on. The Clark 
amendment was defeated, primarily because the inevitable end result would be 
a breakdown of the national system. 

H. R. 3669 is the Clark amendment in reverse. But in my judgment the two 
are philosophically identical in that both would transfer to groups outside the 
general system the gains derived from their particular cost position. The mechan- 
isms by which these transfers of values would be accomplished would not have been 
identical, but in the final form which the Clark amendment took in early 1936, 
the substance was the same as that contemplated in H. R. 3669, namely, a transfer 
from the general old-age trust fund. 

In 1937 I thought it might Fe practicable to contemplate a single old-age in- 
surance trust fund (it was then called account) into which both social security 
and railroad retirement benefit appropriations would be transferred. That idea 
was discarded, though at what stage I am now unable to recall. But the character 
of the social-security benefits as scheduled at that time and the financial arrange- 
ments then contemplated were such as to make me then think it possible for the 
idea of a coordinated account to work. The complete revision of all the benefit 
schedules under social security, and the emergence of factors which make com- 
parable measurements of costs and benefits under the two systems almost impossi- 
ble, make it certain that whatever validity may have attached to the original idea 
disappeared abruptly upon enactment of the 1939 amendments to title I]. The 
idea became, if possible, less valid with the 1950 title II amendments. 
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There is one way—and one way only—by which an industrial pension plan 
can be operated in the United States in 1951. That way is to recognize that the 
general old-age and survivors insurance system is the basic national system and 
to build, over and on that foundation, a supplemental structure, self-contained, 
appropriately designed to meet whatever specific needs exist, and giving proper 
heed to those elemental requirements of equity without which any industrial 
pension plan is doomed. 

This, I am sure, will have to be done someday, unless H. R. 3669 is enacted 
and the system fails to survive the shock of that occurrence, a result to which 
I would assign a probability of more than 0.5. But the great opportunity to do 
what eventually must be done, if the system is to survive, is here and now; I hope 
the opportunity will not be missed. 

Mr. Harris. Mr. Latimer, I have observed with much interest 
your statement regarding the proposed bill H. R. 3669. I did not 
get to hear all your statement and I regret that I have not been able 
to be here constantly. However, I did get the impression from your 
discussion that one of the most objectionable features of the proposal 
was the manner in which the less than 10-year employees would be 
treated under the proposal. What other item in H. R. 3669 as a 
basic policy would be so highly objectionable? 

Mr. Latimer. Secondly, the wiping out of the rights of some 
unknown number but running perhaps or almost surely as high as 
5,000,000 of the annuities which have been accrued by service since 
1937 on the part of persons who have less than 10 years’ service and 
are now not in railroad service. That seems to me to be highly 
unfair. 

Mr. Harris. What group is that? 

Mr. Latimer. As of the end of 1950 I estimate there are some- 
where around 5,600,000 persons who had been in railroad service for 
some time since 1937. 

Mr. Harris. That is right. 

Mr. Latimer. Who had paid the taxes scheduled under the Rail- 
road Retirement Tax Act or its predecessors and who had thought 
they had rights to annuities upon attainment of age 65 and leaving 
the service of the last employer. ‘Those annuities would be wiped out. 

Mr. Harris. Why? Because they had not had 10 years? 

Mr. Latimer. Ten years, and never will have. 

Mr. Harris. That is still within the 10-year principle involved 
here, but what other basic principle would be highly objectionable? 
For instance, there is a new principle involved here to provide annui- 
ties for wives Would you agree with that? 

Mr. Latimer. I have no objection to that. I am not in any way 
opposed to the level of benefits proposed here except that it does 
seem to me there is a lack of coordination between the two systems. 

Mr. Harris. You mean social security? 

Mr. Latimer. Yes. Eighty-three percent of the railroad workers 
probably will get under social security at least, probably more than 
that. The minute you get past the 10-year service point, you get a 
big bonus. Up to that point you may get $50 a month for a single 
additional month of service. If you serve a year you may get a 
bonus of $55 or $60. 

Now those are very costly and I do not think that they are properly 
proportioned to service in relation to the two systems. If you take 
the kind of coordination you would get under survivors insurance, 
you get no such sudden jump. 
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Mr. Harris. Then the coordination of the railroad retirement 
soon with the social security system, in your opinion, is ill-advised 
here 

Mr. Latimer. Yes, sir. As I say, I do not think there is any 
rational coordination at all. I think it is just backing into it. 

Mr. Harris. Now those are the two basic principles that you 
think would be so highly objectionable as proposed in H. R. 3669? 

Mr. Latimer. There is a third to which I object, and that is the 
financial scale is on a basis that seems to me certain to bring about 
the ultimate insolvency of the system. 

Mr. Harris. That is three. Now did you refer in your statement 
to the proposed increase in the rate of tax on monthly wages? 

Mr. ema Yes. You mean as of next January? 

Mr. Harris. No, the proposed increase from $300 to $400. 

Mr. Latter. You mean the taxable base? 

Mr. Harris. Yes. 

Mr. Latimer. No, sir; I did not. 

Mr. Harris. Would you care to comment on that? 

Mr. Latimer. I have only one comment. 

Mr. Harris. Would you care to comment on that as it might 
affect our economic system? 

Mr. Latimer. There is one thing that has struck me about it. 
I believe I am on record as advocating that increase, but I would not 
advocate it for the reason that it is cheap insurance. I was somewhat 
startled by seeing a reference to that, defending the increase in tax by 
a reference to the longevity of life after retirement. In other words, 
apparently the theory is that you get a bargain in insurance. Now 
that to me is an astonishing kind of principle. If you do count 
interest On your money, you are not getting a bargain for the young 
people. You will get a bargain among the older people, but, generally 
speaking, I would guess that the increase from $300 to $400 is not a 
bargain and by the same token it helps the finances. 

Mr. Harris. Now you estimate that there are some 5,000,000 
employees who have been in the railroad service since 1937? 

Mr. Latimer. No, those who have been in and are now out and 
have had less than 10 years of service. 

Mr. Harris. That answers my question. 

Mr. Beckwortn. You admitted one mistake, at least, Mr. Lati- 
mer, in the light of the forecasts you made in 1945 and 1946. Looking 
back, and this is aside from the immediate bill, what errors of an 
outstanding nature, if any, did you make in your forecasts? 

Mr. Latimer. Well, you have me there. If I may look at the 
record I probably overstated the out-payments, but I would have to 
check myself to find out. I would have to admit I do not know, 
because I would have to check my estimates against the actual records, 
but I would be surprised to find that I did not make an overstatement 
in out-payments. 

Mr. Beckwortu. But you do not feel that you erred materially 
in any of the basic assumptions that you stated to us at that time? 
You will recall it was a very controversial problem before the com- 
mittee and there were many schools of thought as to how far afield 
several witnesses were. 

Mr. Latimer. | have not looked at the whole thing lately, but the 
thing that sticks in my mind as being the major point of controversy 
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was the size of the payroll. There were some other things having 
to do with survivor benefits. There was controversy as to the cost 
of the unemployment insurance and how much you could afford to 
take out of that for sickness benefits. Of course they are not in- 
volved here if you are speaking now of the Retirement Act. I 
would have to look at the record to see what the other types are. 
I can say I am not conscious of any very glaring errors of judgment 
at that point, but that is far from being willing to say that there 
were not. 

Mr. Beckworru. I do not know whether I exactly understood what 
you said when you used the terminology of a group of people tying 
their fortunes to a single industry. Would you explain that a little 
more in detail? 

Mr. Latimer. Well, you have a schedule of benefits here which for 
the employees who get the benefits by the railroad retirement valua- 
tion has a value as of 1950 of not far from $25 billion. Now you have 
two sources for that amount of money. You have a reserve and you 
have a claim on future railroad payrolls, and nothing else. So that 
my statement merely meant that whether you get the $25 billion or 
whether you do not depends to a very substantial degree on how high 
railroad payrolls are. If they are low, the percentage that you can 
raise from the payrolls, and what it is practical to levy as a tax, is not 
going to vield the $25 billion. Whether it does or does not depends 
on the railroad industry and nothing else, except insofar of course as 
the railroad industry depends on all the other industries with which 
there is a tie-in, but the characteristic is that the railroad business 
has been the smaller part of a shrinking over-all transportation total. 

Mr. Beckxwortn. As I recall, you used 92 percent in mentioning 
what percentage of that $25 billion is yet to be paid in. 

Mr. Latimer. That is right. 

Mr. Becxworrtn. Is that 92 percent greatly different from per- 
centages to be paid in to other plans that you know about, either 
private or Government? 

Mr. Larimer. It is low for a plan that has been in operation for 
this period of time. For example, in the telephone industry generally 
the percentage of reserves to the value of future pensions, is about 
35. That has already been raised out of the total future value. That 
would be somewhere in the neighborhood of a normal percentage. 
They began funding, incidentally, on a remaining cost basis in 1937, 
about the time the Railroad Act began. So that the basic funding is 
somewhere about the same age. 

Mr. BeckwortH. You mentioned that the objectives sought could 
be attained in a much better way. Do you feel that the other bill, 
the one that is backed by a second group, is the answer to what you 
have in mind or do you think that it is still something that should be 
improved on a great deal other than the bill which we have before us? 

Mr. Larimer. Yes, I think the main merit of the other bill is that 
it does not preclude doing what ought to be done. That is, if vou 
were to enact H. R. 3669, you slam the door in the face of a great 
many other things because you establish all kinds and varieties of 
inequities that it will be very difficult to disturb. You could enact 
the kind of proposal that is in H. R. 3755 and still net prevent a 
rational coordination after vou know how you want to do it. 
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Mr. Beckwortu. You think that H. R. 3755 preserves the basic 
Railroad Retirement Act and that if we do determine that material 
amendments should be made later, that it should be done after great 
and careful study rather than adopting a bill which, in your opinion, 
changes basically the Railroad Retirement Act? Is that true? 

Mr. Latimer. That is my judgment, sir. I am arrogant enough to 
think I know as much about it as anybody else, and I do not know 
how to amend the Railroad Retirement Act and I do not think there 
is enough information now for anybody to do it. 

Mr. Beckwortn. How long do you think it might require to get 
that information? Do you think, in view of your experience with 
the Railroad Retirement Act, it is too early to try to do it, or do you 
think it is something that should be done in the next decade? 

Mr. Latimer. I would say it could be done within a year. For 
example, you do not know and nobody else knows how many of these 
5,000,000 people out of railroad service are in social security. You 
do not know how many railroad workers have wives on social security 
and would not be covered by any wife supplement. You do not 
know how many retired people under railroad retirement are working 
under social security and would have their annuities reduced. You 
do not know what the rate of transfer back and forth is. All these 
basic facts you do not know and neither does anybody else. It will 
take some time to find out. It would not take very long; it could be 
done, | think, within the time for action in 1952. 

Mr. Beckworru. You then favor H. R. 3755 on the premise that 
it is the way to do what many of us feel needs to be done immediately 
because of the inflationary situation that has developed, and then 
that will give us time to make a greater detailed study of the over-all 
problem so we can do a good, sound job? 

Mr. Latimer. That would be my approach, sir. I want to make it 
very clear that I would have very serious reservations as to the 
financial soundness of that bill if you viewed it as a long-range bill 
and nothing else to be done behind it. 1 do not think it can be done. 

The CHarrmMan. We will have to recess now until 2.30. 

(Thereupon, at 12.10 p. m., a recess was taken until 2.30 p. m.) 


AFTER RECESS 


The CuarrMan. The committee will be in order. 
Mr. O’Hara would like to ask some questions of Mr. Latimer. 


STATEMENT OF MURRAY W. LATIMER, FORMER CHAIRMAN, 
RAILROAD RETIREMENT BOARD, WASHINGTON, D. C.— 
Resumed 


Mr. O’Hara. Mr. Latimer, | was very much interested in your 
statement. I appreciate that in testifying, you testified mere or less 
off the manuscript which you prepared, and some of my questions 
will refer to your testimony, and some of them may not refer directly 
to your testimony. 

It seems to me that the problem which we have, Mr. Latimer, is 
the demand from the recipients of the railroad retirement fund for 
an increase of benefits. 1 think that is rather universal. Do you 
agree to that? 
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Mr. Latimer. I have no doubt that is true, sir. 

Mr. O’Hara. And I think it is a factual situation with which we 
deal here and the humane desire, I am sure on my part and on the 
part of the committee, to consider what we can do in increasing 
benefits without too much increasing further demands of further 
taxation, or endangering the solvency of the fund. Is that not a 
practical situation with which the committee is confronted? 

Mr. Latimer. I think the whole thing is complicated by the fact 
that the schedule of benefits under social security in relation to taxes 
paid is a great deal higher than it is under railroad retirement, because 
of the tremendous difference in the load that the two systems under- 
took relative to the respective populations involved. 

Mr. O’Hara. And that is particularly true in the lower wage 
bracket; is it not? 

Mr. Latimer. It is very much true there, and elsewhere, But it 
is generally characteristic of the whole range of benefits at the present 
time. 

Mr. O’Hara. I do not mean to refer only to that. I mean as a 
matter of sustaining themselves, while the difficulty covers the entire 
schedules, all the people involved in the railroad retirement plan, 
it is particularly a hardship on those in the lower-paid brackets; is 
that a fair statement? 

Mr. Latimer. I think it is; yes, sir. 

Mr. O’Hara. The situation with which we are confronted, whether 
it is met by this situation or whether it is best met by amendments, 
is that we must consider the increased cost of living, the inflationary 
conditions of the country, and the fact that these people need an 
increase in their retirement benefits. Do you feel that there can be 
an increase of benefits without increasing the taxes? When I speak 
of taxes, I do as you do—an increase in the contribution by the 
worker and by the industry. 

Mr. Latimer. The answer to that, without wanting to sidestep, 
seems to me to depend on what else you do. I would think that it is 
probably going beyond the desirable danger point if you were to 
increase benefits under the railroad retirement system as it now is, 
without doing now or in the future anything else; because I think 
the system is now loaded to capacity at its present balance between 
benefits and taxes. That may prove not to be the case, but certainly 
nobody can say now that you would not be in danger to go ahead 
and add on more benefits on the assumption that you wield have a 
payroll increase which you could immediately capitalize. That 
seems to me a road of which the end is here. But if you can get the 
kind of coordination that I talk about, so that you eliminate what 
now amounts to a duplication between the benefits of the railroad 
retirement and social security, cut out these rather excessively large 
bonuses that exist, I would say, generally speaking now, probably 
somewhere in the neighborhood of 29 years; but under 3669 it would 
run from 10 years to 25. If you make it impossible for a man to gain 
by being under two systems more than he can gain by being under 
one, which is the situation now, it seems to me that you would have 
enough, probably, to increase benefits in a modest way, perhaps 
of the order of 15 percent. 

Mr. O’Hara. Does that mean in contemplation of any of this 
legislation that is in 3669? 
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Mr. Latimer. No, sir; it is not, except insofar as it tosses the 
10-year group into social security bodily, without doing anything 
except the residual benefit to compensate. 

Mr. O’Hara. What is the next practical step? Is there any 
legislation before us, is that other bill 3755 
Mr. Latimer. That, without committing you to a future polic 
with respect to coordination, does increase benefits. 1 don’t thin 
the 25 percent is within reason. But it does, without completely 
changing the whole existing system, without establishing a new and 
extraordinarily complex series of new inequities and wiping out 
others, leaping completely, | think, into the dark, give immediate 
relief if it is limited, it seems to me, to some figure a good deal less 

than 25. 

Mr. O’Hara. I think one of the witnesses testified yesterday that 
they had revised their 25-percent increase of benefits to 16% percent. 

Mr. Latimer. I would think that is a little on the high side. It is 
getting somewhere down within the range of possibility. It depends in 
part on some other things. For example, I don’t think anybody 
knows at the moment precisely what it would involve if you raised 
the survivor benefits for those persons who are fully insured, by 
reason of compensation after 1937, to the level of present social 
security. I would suppose that that is perhaps somewhere more 
than 15 percent; 1 don’t know. [If it is, I think there is bound to be 
a somewhat smaller increase for the remainder. Perhaps it is not. 
I just don’t know. I have seen no evidence on the point. 

Mr. O’Hara. Would you be able to make any statement, Mr. 
Latimer, as to whether or not even the 16% percent might dangerously 
strain and might bring to a reduced point the balance of the system, 
or might reduce it where there was a deficit? Would you care to make 
any comment on that? 

Mr. Latimer. Again my answer is this: That if that is a change 
intended to be permanent, no further coordination, no further effort to 
eliminate this area of duplication, I think it would dangerously strain 
the system; yes, sir. That is my opinion. 

If, however, that is in contemplation of a change of policy that 
eliminates this area of duplication in somewhat the same way that has 
been done for survivors, and you prevented any duplication arising 
before it started—TI don’t think it can be done by the same method on 
retirement as you did it on survivors. But if you do take that out 

Mr. O’Hara. When you speak of the area of duplication, for the 
record, would you state what vou mean by that? 

Mr. Larimer. Yes, sir. As I said in my statement this morning, 
you have this peculiar anomaly under 3669, and you would have it 
under any similar system—you have it today—of railroad workers 
getting what is substantially a maximum annuity under the railroad 
retirement system—take the extreme case first. Let us say the 30 
years’ credit, and there are a few thousand such who are now out of 
railroad service, and they go into social security as of the new-start 
time or sometime prior to that, and they can accumulate within a 
minimum of 18 months an extra annuity of $80. That is true today. 
So that you have the possibility today of a man with $144 credit as 
the maximum under the railroad retirement under existing circum- 
stances, getting that full annuity; and then, by a relatively short 
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period of work under social security, getting an additional $80. That 
is the situation today. It has been done under existing law. 

I don’t believe that it is justifiable to take it away, which H. R. 3669 
would do. But I don’t think it is something that is in common sense 
to be perpetuated. None of these bills touch on what, to me, is the 
fundamental problem. 

Now, to go to the other end. You have, under H. R. 3669, a start 
toward dealing with the problem. I think it is a start in the wrong 
direction, but you wipe out everybody who has had less than 10 vears 
of service under railroad retirement; you put them under socia! 
security. Taking the average railroad man, using the age 28—and 
my construction of a salary scale based on that for the last evaluation 
he would get, on this, the same kind of assumptions that vou use on 
railroad retirement, a social security annuity of $75.80. Now, he 
goes on for 9 vears and 1] months, and vou still have the $75.80. He 
goes over the 10-vear mark, and he immediately jumps by a combina- 
tion of social security and railroad retirement, from $75.80 up to 
$119.49, just by 1 month’s work at the critical point. And this will 
occur in every single, solitary case of a railroad man who gets past the 
10-vear mark. He gets this tremendous bonus for this verv short 
period of work. 

There are thousands of railroad people who leave at all these various 
durations, and vou get these rather large excesses of duplicate benefits 
because the social security formula goes down very slowly, whereas 
once vou pass the 10-year mark, railroad retirement reduces by 1 vear 
of credited service for each year of work, and vou don’t get that ratio 
of reduction in social security. And each of the two major changes 
that were made since the original law was passed in 1934 have been in 
the direction of increasing that flat element. 

Now, | happened not to agree with that particular approach. 
I think the flat element has gone much too far, for various causes 
which I don’t have to go into here. But that is neither here nor there. 
It has gone there, and it probably will keep on going. 

That is why I sav that the only rational way of doing this is to 
rationalize that as an inescapable tendency in that type of a plan. 
And I should think vou would want a kind of supplemental system in 
the railroad industry, as in other industry, which does reward men 
for service in relation to that service. That is the fundamental thing. 
You have to take social security as it is and build on top of it. If 
vou do, you will eliminate a good deal of that duplication. 

I can’t tell vou, and there is no living man ean tell you, how much 
that duplication would vield; that is, the elimination of duplication. 
You have a problem there of who splits it. Does it go to social 
security or railroad retirement? 

Generally speaking, in the survivors elimination of duplication, 
the theory was roughly that it ought to be split 50-50. Maybe that 
isn’t rational; mavbe it is, I don’t know. 

Mr. O'Hara. Nobody would know until vou had the experience 
rating on it. 

Mr. Latimer. You have to have more facts before vou than vou 
have today, it seems to me, to make an intelligent judgment on the 
matter. 

Mr. O'Hara. Let us take the practical situation, which I come 
back to again, Mr. Latimer: I know that after 12 vears as Chairman 
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of the Railroad Retirement Board, you are as concerned with it as 
Iam. Here we are confronted with a perfectly practical situation, 
a humane situation, wherein these people are confronted with a retire- 
ment sum which is not sufficient for a man to live alone or a man and 
a wife to live—that is, with respect to the lower-paid brackets. What 
are we going to do to meet that situation? I am terribly concerned 
about it. That is, without either increasing the taxation, or how 
much would it have to be increased in order to give them, say, a 15 
or 20 or 25 percent increase without endangering the solvency of the 
fund? 

It brings me to this question: Do vou think the rate of taxation on 
the part of the emplovee as of today is at about the saturation point, 
or as much, in other words, as he can pay? 

Mr. Latimer. | do, very strongly. 

Mr. O'Hara. You feel we have reached the absolute maximum, 
both from the viewpoint of the feelings of the individual and his 
economic situation? 

Mr. Latimer. I think on general principle as to how much is 
rational to put aside for this particular purpose, vou have gotten 
to the saturation point. For whatever my viewpoint is worth, if it 
were my responsibility and you wanted a recommendation from me, 
I would say the sensible thing to do would be to increase the annuities 
of those workers, not the survivors, about 15 percent. I would add 
to the survivor annuitants, who were qualified under the tests that 
are now in the survivor provisions, an increase which would give 
them the benefit of the formula now provided for social security. 

Mr. O'Hara. That would mean rewriting of the railroad retirement 
law; would it not? 

Mr. Latimer. If you do anything at all, vou have to amend. 
There is no administrative authority that has power to do anything 
that is bevond what is now in the law. 

You have another group of survivors, and there will be others, 
whose husbands had not worked after 1937, or if they had worked, 
worked for too short a period to have the insured status. I don’t 
know how many of those there are still surviving, but I should assume 
a 15-percent increase for them would be within the realm of possibility. 
It seems to me that the kind of thing vou need to do now is to give 
them some kind of relief, and then find out what a long-range policy 
would be. 

Mr. Heserton. I thought vou said previously, in answer to a 
question Mr. O'Hara asked, that vou did not believe the fund could 
stand anvthing more than approximately 15-percent increase for 
annuitants. Do you mean that you could also do something for the 
survivors, and still stay within soundness? 

Mr. Latmer. If you have this policy, if it is reasonable to suppose 
vou can eliminate this area of duplication, my belief now—and | 
wish it were resting on more facts than I have—but from what | 
can see from the facts that I have been given in this evaluation, | 
would think, ves, it could be done. But that is on the assumption 
that this increase up to the level of social security would be some- 
where not more than 20 percent on the survivor part. | don’t know 
whether that is a reasonable statement or not, because I just don't 
know. 
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Mr. O’Hara. Mr. Latimer, we added the survivor benefits, as I 
recall it, in the Crosser Act of 1946 or 1947. 

Mr. Latimer. 1946; yes, sir. 

Mr. O’Hara. Do you feel that that further endangered this fund 
in any way? At the time, I was quite concerned about it. 

Mr. Latimer. No, sir. 

Mr. O’Hara. You do not think it did? 

Mr. Latimer. No, sir. 

Mr. O'Hara. You are consistent. I recall you testified on behalf 
of that. 

Mr. Latimer. Of course, I am a rather poor man to ask that 
question of. I said it wouldn’t do it then, and I have not yet found 
any reason to think I was wrong. 

Mr. O’Hara. Mr. Latimer, when that bill was before us, I offered 
an amendment on the floor of the House, which was adopted while 
we were in the Committee as a Whole before we got the original bill 
which was substituted for the action we had taken in the committee. 

Mr. Latimer. I remember. 

Mr. O’Hara. But 1 have always been impressed with the fact 
that the higher-paid employees who paid greater amounts propor- 
tionately into the fund, and you probably recall that in that debate I 
offered an amendment wherein we somewhat equalized the propor- 
tionate payment so that they received at least a more equitable return 
on their retirement for what they paid in than they do under the 
present law. 

In the light of the years that have gone by since then, do you still 
disagree with me on that, or do vou agree with me? 

Mr. Latimer. I would compromise with you on it in this way: 
If you were to cover the railroad workers under social security as the 
basic structure, and then build on top of that a system of annuities, 
which seems to me would be the rational approach,l would think it 
desirable to have the railroad structure on top of that a uniform per- 
centage of compensation, within whatever range you choose, for 
each year of service. 

Mr. O’Hara. When you spoke of the dollar-for-dollar 

Mr. Latimer. One-for-one relation. 

Mr. O’Hara. That is right, one-for-one relationship. The higher- 
paid employee has not received a one-to-one relationship as compared 
to the lower-paid employees. 

Mr. Latimer. Yes; I would say I would compromise with you on 
the fact by having the railroad system one-to-one throughout as a 
superstructure on the social security, which is quite the other way. 

Mr. O’Hara. It illustrates the point that in civil-service retirement, 
the higher-paid civil servant pays the higher percentage toward his 
retirement, but he also gets a higher percentage for his return. 

Mr. Latimer. Except that there are minimums even in civil 
service, where the principle is not adopted throughout. 

You pretty much have in industry, in any kind of pension plan 
which is built on social security, and some which are not, in areas 
outside of social security—you have an adoption of this principle of a 
departure from the one-to-one relationship, and I think it is probably 
a permanent feature of this kind of a plan. But I don’t think you 
need to carry to extremes beyond that which has been done in social 
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security. As I say, my personal judgment on that is that it has gone 
too far there. 

Mr. O’Hara. Mr. Latimer, I was interested in your comments with 
respect to the Inland Steel, with which you had close relationship, as 
I understand it, with reference to the pensiou plan adopted by that 
company, and you commented on the fact of the railroad employees 
who were under the Railroad Retirement Act, who work on the same 
side of the track, or on the track 

Mr. Latimer. I don’t think it applies to Inland as it does to United 
States Steel and Bethlehem and Republic. 

Mr. O’Hara. You made some reference as to the cost that the 
employees bear, as to what is paid by the members of the railroad 
retirement fund. 

That has always been an interesting thing tome. Why is the return 
on a high rate of taxation that is paid under the Railroad Retirement 
Act, smaller in proportion than in some of these other funds? I say 
the proportionate amount paid is much smaller, it seems tome. Am 
1 wrong in my assumption of that fact? 

Mr. Latimer. I think you are wrong in your assumption; yes. 
Under the ordinary industrial pension that does have rights in an 
annuity that vests almost immediately, the costs are substantially 
higher than the railroad retirement. One, because of the lower 
interest rate. There is no private plan today that I know anything 
about which is based on an assumption of interest as high as 3 percent, 
except a few that hang onto contracts that were negotiated more 
than 10 years ago. Even the Telephone Co., which up to this year 
has been on the 3-percent basis, went to 2% for the 1951 accruals. 

When you come to the kind of a system which we negotiated in 
the steel industry, and which is characteristic of a good many others, 
where the right to an annuity does not become vested in an individual 
employee until he has attained retirement age or has become disabled, 
you have costs that are substantially lower than under the railroad 
retirement system, although even that has substantial limits. 

In the Telephone Co., generally the rate of accrual, without the 
funds which have been accumulated, would be not far different from 
what they are under railroad retirement, although the annuities don’t 
vest finally until after a long period of service, ordinarily, in the case 
of men, not until the age of 60. 

On the other hand, in the Bethlehem Steel type of plan, you have 
a far lower cost, because there is no appropriation from expense moneys 
to the fund until actual retirement. You have a rapidly rising accumu- 
lation of costs there that will go a good deal beyond the railroad 
retirement system ultimately, although it may be several years away. 
It is rather difficult to make any generalizations. 

Mr. O’Hara. The point that troubled me was whether you had 
any recommendations whether the administrative cost, as such, of 
the railroad retirement fund, is considerably higher than in some of 
these other funds, either private or public. 

Mr. Latimer. Did you mean just the administrative cost? 

Mr. O’Hara. Yes. 

Mr. Latimer. Excuse me, I didn’t understand your meaning. 
The administrative costs on most private plans are absorbed in general 
operating expenses. There are very few places, with which I am 








312 RAILROAD RETIREMENT AMENDMENTS 


familiar, where there is any effort to segregate the operating cost 


from the general cost of the business. Where there has been an 
agreement on a joint fund as in the case of the automobile companies 
and a few others, the allowance for expense has been running from 
3 to 5 percent, which is higher than any expense ratio yet under the 
railroad retirement system. So that on administrative cost, the 
railroad retirement system, I think, does not have any apologies to 
make to anybody. 

The CuHarrMan. It is less than 1 percent. 

Mr. Latimer. It is very low. 

The CHarrman. Mr. Heselton? 

Mr. Hesevron. Mr. Latimer, first, do you know of any type of 
pension plan in industry comparable to the provisions of H. R. 3669? 

Mr. Larimer. No, sir. 

Mr. Hesetron. I do not know whether you submitted your formal 
statement for the record and then discussed it informally— 

Mr. Larimer. It is in the record. 

Mr. Hesevron. There are certain things I should like to have 
clarified. 

You say, on page 10: 

By the enactment of 8S. 1347 I think vou will probably reduce the retirement 
incomes of at least 15,000 railroad families below what they are or will be under 
existing law. No one knows the number. It could be 25,000; nobody knows. 
It apparently has been regarded as so profoundly inconsequential as not to be 
worth a mention. 

That is quite a significant conclusion. I wonder if you would 
elaborate on that? 

Mr. Larimer. On page 8, I quote from section 7 of H. R. 3669, 
which provides that: 

The retirement annuity or pension of an individual and the annuity of his 

spouse, if any, shall be reduced, beginning with the month in which such indi- 
vidual is, or upon proper application would be, entitled to an old-age insurance 
benefit under the Social Security Act. * 
The reduction is the smaller of the amount to which the individual is 
entitled under the Social Security Act or that part of the prior serv- 
ice, of the annuity which is attributable to prior service—which in- 
cidentally, I think, is not described in a way in which the prior serv- 
ice could be allocated without doubt. But apart from that, the main 
fact—and I didn’t comment on that—is the fact of reduction. 

Now, you will notice two things there. It says first that ‘“‘if the 
individual is entitled, or upon proper application would be entitled.”’ 
As you know, today under the railroad retirement system a person 
can take an annuity at 65, or at 60, or 63, depending on the period of 
service, and thereupon get another job. And if that job was not the 
job which was the last job held before the annuity began to accrue, 
or if it is outside of the coverage of the Railroad Retirement Act, 
there is no effect on the railroad annuity. 

A great many of those jobs, of course, are under social security. 
This says that even though you are not getting a social-security an- 
nuity, if you could get it on proper application—by which I assume 
is meant an application which would be granted if the other conditions 
were complied with—you will get your annuity cut out, even if you 
get no social-security annuity. 
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Let us suppose that the words “proper application” don’t mean 
that—I don’t know what they do mean—but if it is only for those 
who are now receiving social-security annuities or will shortly, I give 
some figures on the next page which lead me to think that there are a 
great number of thousands of people who, under the new-start provi- 
sions of the Social Security Act, will get annuities or primary insur- 
ance benefits under the Social Security Act. And insofar as each one 
of those persons has prior service, each one will get a reduction in the 
amount of the benefit; and, in a great many cases, that, despite the 
increase which this act will give them in the retirement annuities, 
will lower the total income from what it now is. 

My guess is that is a minimum of 15,000. I say it isa guess. That 
might be 25,000. But it is certainly a number of thousands. 

Mr. Hesevron. Then you went on to say that under the railroad 
retirement system up to now, persons who withdraw after 30 vears’ 
service usually receive more than persons who remain in railroad 
service until 65 years or older, and some correction might be desirable. 

| wonder if vou have any specific recommendation? 

Mr. Latimer. I should have made it clear, perhaps, which this 
statement did not, that I don’t believe it is desirable to go back and 
change the law retroactively. But the kind of situation that I spoke 
of here a few minutes ago, where ‘this 30-vear service Man May get 
$144, or whatever it may be, and he goes over to social security and 
in a relatively short time, if he is in the upper age group now, can get 
this large annuity up to $80 a month for service as short as 18 months; 
that is the maximum. Any time in the future vou can do that, up to 
55, and get vour 40 quarters of coverage under social security and get 
a larger than a proportionate annuity as compared to what vou would 
get if vou stayed in the railroad retirement system. 

It was that kind of thing I relied upon in saving that if vou have a 
proper coordination, vou can increase benefits without increasing the 
taxes. But I think that is the only way in which it can be done. 

Mr. Heserron. Now, on page 16, vou said: 

I think it is apparent even to the casual observer that the relations between 
railroads and their employees have deteriorated in the last few vears. My own 
observations lead me to attribute a large share of the complex of factors bringing 
about that result to the increase in taxes under the 1946 amendments. As an 
assiduous supporter of that tax increase, | cannot very well be regarded as blaming 
others for this situation, and I do not. 

Would you enlighten us on that a bit further? 

Mr. Latimer. That is, of course, purely personal experience, but 
last vear I happened to be, as I say, in connection with other work, 
associated on numerous occasions with men who worked on the rail- 
roads owned by steel companies. They say nothing whatever that is 
good about the railroad retirement system, and they kick on the tax, 
But, in addition to that, in the course of my work last vear, | had to 
spend 127 nights on a train, and I had a good many conversations 
with a lot of trainmen; and | have vet to hear any of them to say a 
good word for that tax. 

It is a complex factor, but they are very sore, and you cannot have 
good labor relations, in my judgment—of course, I am not supposed 
to be an expert on these things—-where people are in a perpetual state 
of being sore. 
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Mr. Hesetron. Then I did not quite understand the last paragraph 
of your statement: 

This, I am sure, will have to be done some day, unless H. R. 3669 is enacted 
and the system fails to survive the shock of that occurrence, a result to which 
I would assign a probability of more than 0.5. But the great opportunity to do 
what eventually must be done, if the system is to survive, is here and now; I hope 
the opportunity will not be missed. 

In terms of some of the questions you answered this morning, 
particularly your answers to Mr. O’Hara’s questions, do I understand 
that you mean that it would be advisable to enact this other bill with 
the proviso you expressed to Mr. O’Hara, and that is what you had 
reference to in the last paragraph? 

Mr. Latimer. It seems to me that the basic and desirable thing to 
do is to take what seemed to me the superior advantages, to get the 
benefit of the broad coverage of social security with all the advantages 
that it brings financially, and the elements of stability that it adds, and 
add some kind of a supplemental system. You can’t do it overnight. 
Undoubtedly when you do do it, there will be some savings from that 
coordination in the way of eliminating these duplications to which I 
referred. 

Now, meanwhile some hundreds of thousands of people who are 
on the annuity rolls have to buy their daily bread, and they have a 
legitimate feeling that they need more wherewithal to do it. And 
it seemed to me that you could cut this dilemma by giving some kind 
of an increase that is within what is reasonably to be expected to be 
saved by che process of coordination. And if you do that, without 
committing youself to any particular long-term program or method, 
that you can then approach the subject with a fresh mind and work 
out something that is rational and reasonable. 

Mr. Hesetron. The enactment of H. R. 3755, modified, in and of 
itself, would not accomplish the purposes that you have in mind? 

Mr. Latimer. No, sir. 

Mr. Hesevron. Can those purposes be accomplished, in your opin- 
ion, by any legislative language, or just how do you think they could 
be? 

Mr. Latimer. In the first place, you have to know what you want 
to do. If you were in my boat, which is not knowing what is in the 
realm of possibility, how much duplication there is, what are the ration- 
all things to be done, you can’t get language to do what you don’t 
know. Idon’t think itis a matter you can turn over to a commission 
and give them the administrative authority to change the benefit 
structure. That is certainly a matter that is peculiarly within the 
province of the Congress, and nobody else. 

Mr. Hesevron.. If I may interject, I do not think Congress feels it- 
self exceptionally competent in this field. 

Mr. Latimer. You need some more facts, without any question, 
and the only way to get those is to take time to get them; and, after 
you have got them, to find out what the significance is. But certainly 
you can’t jump way off in the dark and expect to come out in a way 
that is going to make for a permanent solution of this rather difficult 
problem. 

Mr. Hesevton. On final question. The only comment that Federal 
Security made on this particular bill is contained in one paragraph. 
It is stated that it believes as a minimum step, as a result of the 1950 
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amendment to the Social Security Act, that specifically the survivor 
benefits should be increased so they are as large as those under old-age 
and survivors’ insurance in any case. ‘Otherwise, we have no com- 
ment to offer on H. R. 3755.” 

Have you anything to offer with respect to that comment? 

Mr. Latimer. That is what I had in mind in answer to Mr. O’Hara’s 
questions. It seems to me that ought to be done; that nobody would 
be getting less under this act than they would have gotten if the total 
compensation had been under the Social Security Act and the current 
connection with the railroad industry had not existed. That is what 
I said. I don’t know how much of an increase that is. As far as I 
know, nobody else has figured it out. 

Mr. Hesevrton. If you find out in the near future, will you advise 
° 

Mr. Latimer. It can be found out, and that part is rather easy, 
I should say. 

Mr. Hesevron. That is all. 

The Cuarrman. Mr. Wolverton? 

Mr. Wotverton. Mr. Latimer, we are all aware of the fact that 
you have had a very large part in formulating the basis of the Rail- 
road Retirement Act as a result of your connection with the Railroad 
Retirement Board for many years, and of course, prior to that. 

In your general study of the subject, looking back over the years to 
the time when we first enacted the law, which I think you approved, 
what would you now say should have been done, instead of what was 
done? 

Mr. Latimer. | don’t think I would change any part of that, sir. 
You were dealing with a very difficult subject and avery acute problem. 
I thought then, and I have found no reason to change my mind, that 
you dealt with it well. I don’t believe that you could have solved 
the problem in any other way, at that time, than the way you did take. 

You remember that in the original Retirement Act, which was 
declared unconstitutional in 1935, there was no social security system; 
there wasn’t even the beginning of one. You got some chains of 
circumstances started then which had to be gone forward with, and 
you did go forward with them in 1936 after the original act was de- 
clared unconstitutional. Again, there was no social security system 
in operation. It was 2 weeks, roughly, after the August 14 date on 
which the President signed the Social Security Act, [ think probably 
Congress acted within perhaps 10 days after that. But you had 
nothing to look forward to, to solve a problem that was right on your 
doorsteps. 

More than that, you could look forward to what was provided by 
the Social Security Act and see that was not going to solve anything, 
either, within the foreseeable future. 

So I don’t see how at that time—you might have changed a lot of 
details here and there, perhaps, if you went back and looked at it, 
everybody would change a comma here and there—basically, I don’t 
think you would respond to that problem any different today if you 
had it under the same circumstances, than you did then. 

I confess I don’t see why you should. 

Now, there is one matter on which I think there might have been a 
difference, and for that I am probably almost solely responsible. The 
original estimate of the liabilities under the Railroad Retirement Act 
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were too low, and nothing that has happend since has given me any 
reason to say that otherwise was the case. They were too low. 
Basically, they were too low because of the fact that I didn’t think 
there would be a fast change in the rate at which men would retire 
after 65. There was a very fast change. 

I can only say, by way of excuse, that nobody ever had that particu- 
lar problem before, and I made a guess, and it was wrong. That is 
the one point on which | think something different might have been 
done. 

But even on that, I am not by any means sure that it would have 
been done, because the railroads had come through a very severe 
depression, and they were in no position to pay increased taxes to any 
extent at that point. The railroad men were coming out of a period of 
long unemployment, and they didn’t have anything to spare. So it is 
quite possible that, even if we had known exactly what was going to 
happen, you would not have changed the tax rate anyway. And it 
would have been perfectly rational for you not to. 

Mr. Wotverron. So you are still convinced that the basic act 
was sound? 

Mr. Later. Yes, sir, under the circumstances, I am. 

Mr. Wotverron. In the basic act, what provision was made for 
widows or survivors? Do you think any mistake was made in that 
respect? 

Mr. Latimer. I think the original act might have done something 
more in that direction. But again, the problem that you had before 
vou then was not a problem of widows and orphans. It was a problem 
with men out on the street without anything to eat. It was a problem 
of people who were well along in years, who ought to be retired, who 
could not afford to retire. That was the problem, and you dealt with 
the problem as it was presented to you by the men who saw it every 
day. 

You can look back now and see a lot of things you didn’t think 
about. But that wasn’t your problem. 

Mr. O'Hara. Mr. Chairman. 

Would the gentleman yield? 

Mr. Wotverton. Yes. 

Mr. O’Hara. I think one of the most important things that the 
railroad worker was concerned about at that time was the setting 
up of the unemployment fund. 

Mr. Latimer. Yes. The original 1934 act recited that one of its 
primary puposes was that of promotion of reemployment. The 
theory was that vou would retire the men who were over 65, and you 
would thereby create new jobs. 

That did not work out exactly that way, but nobody knew at that 
time that it wouldn’t. But nevertheless, the problem was not that. 
The problem was to afford some relief to the people who wanted to 
retire and couldn’t see how they could do it. 

It did have some effect on reemployment. The railroad push for 
unemployment insurance did not come at that point. Whatever 
push was felt in the summer of 1934 and 1935 was at the State level 
and not at the Federal level, as far as unemployment insurance was 
concerned. 

Mr. Wotverron. Do you think that a problem exists at the present 
time with respect to the dollar value that makes necessary any change 
in the provisions of the act at this time? 
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Mr. Latimer. I think there are two problems. One is a problem 
of the rising cost of living. In my judgment, there is not any ques- 
tion that a number of, probably the great majority of, railroad annui- 
tants are now finding it extremely difficult to maintain even a mini- 
mum standard of living. There is also a problem that the great 
majority of railroad workers feel that the returns they get from the 
the contributions, the taxes paid by them, don’t give them a return 
comparable to the return given to the people under the Social Security 
Act. 

I think that is undoubtedly a problem which is in very substantial 
part responsible for the pressure of today. It is a problem. 

Mr. Wotvertron. What is the principal reason for that? 

Mr. Latimer. There are two or three reasons. One major reason 
is that today—and this has been true since the start—the railroad 
retirement system is supporting beneficiaries who number 18 percent 
of the number of the active railroad workers in the year 1950, that 
is, as of the yearend. The corresponding figure under social security 
was 6 percent. That is, the ratio of beneficiaries to people who are 
actively at work under social security is about 1 in 16. In railroads, 
it is almost 1 in 5. 

In addition to that, the average payment per beneficiary under the 
railroad retirement system is still a good deal larger than under social 
security. But the basic difference is that the railroad population 
that is being cared for is much greater. 

And under social security, a very large fraction of the population 
that is bemg supported was put off on old-age assistance on the test 
basis, and we are supporting them out of taxation; whereas, the sup- 
port under the railroad retirement system comes out of taxes which 
had been levied under the Railroad Retirement Act. 

Mr. Wotverron. Is it in large measure due to the fact that a 
good many were taken into and given benefits under the fund who 
did not pay any tax at all? 

Mr. Latimer. That would account for a substantial part of it, ves. 

Mr. Wotverton. Did you approve of those provisions at the time 
that the act was drawn? And if so, was there a reason for them? 

Mr. Latimer. Did | approve of them? 

Mr. Wotverron. Yes. 

Mr. Latimer. Yes, sir. I didn’t think there would be any par- 
ticular point of passing the act if you didn’t do that, because you 
did have a problem with those people. You can’t start operating 
a retirement system, if it is going to be worth anything, and have the 
support of the people for whose benefit it purports to be enacted, 
and tell them you are going to start paying them benefits 30 years 
from now. 

Mr. Wotverrton. I would not want my question to lead to the 
thought that it was necessary to convince me of it. | supported that. 
legislation. 

Mr. Latimer. You certainly did, sir, and 1 hope you have not 
regretted it any more than | have. 

Mr. Wotverron. The only regret I have at the present time is to 
see the distress that exists among railroad pensioners and their sur- 
vivors as a result of the small amounts they are paid, especially to the 
latter. That gives me a great deal of concern. 
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Judging by the mail that I receive—and I have no doubt other 
Members of Congress receive the same—there is a very general de- 
mand, and there is hope and expectation attached to it, that this 
problem will be recognized and be dealt with in some way. 

I appreciate the fact that it is not an easy problem to solve, but I 
think none of us will question that the problem does exist and will 
have to be met in some way. 

These two bills that have come before us, together with the 30 or 
40 or 50 additional bills, all have as their one basic reason the neces- 
sities of the present that require some help in some way. ‘To find 
that way and at the same time retain the stability of the fund is no 
easy task. 

I was struck by your statement that in your travels you have talked 
to many railroad men, and that they all object to the tax, or the size 
of it, as compared to social security. 

In those conversations, did you make known to them the reasons 
that necessitated a larger tax than applied to social security? 

Mr. Latimer. I certainly did, sir. I had to do it, out of self 
defense, if nothing else. 

Mr. Wotverron. I would assume that if you did it with them as 
well as you did with the committee and the Congress, you probably 
met with success in convincing them that the situation was not as 
bad as their criticism would indicate. 

Mr. Latimer. I hope I did. But one of the bases on which I made 
that conviction was that I was always able to say, if they left the 
railroad industry they always took the annuities with them. As I 
say in my statement, I regret to say that H. R. 3669 would take that 
away. 

I may say that there is one railroad employee’s wife that I was never 
able to convince, even as it was. 

Mr. Wo.tvertron. How, in your opinion, could the benefits be 
increased to the pensioners and recognition given to the necessities of 
widows and survivors at the present time? 

Mr. Larimer. I answered the question that Mr. O’Hara asked me, 
of the same purport, by saying that if there is some assurance that 
you will find ways of eliminating the duplications which now exist, 
and which, under any proposal now before you, to my knowledge 
and I only know the two bills which are under major consideration, 
as far as I know—under no proposal before you has there been any 
method of eliminating that duplication to an important degree 
advanced. 

But assuming that you do intend to go in that direction, | would 
think that you could increase the benefits now on the order of 15 
percent. That is, it has to be subject to the one matter which I don’t 
know, and that is, if you did adopt the recommendation of the Federai 
Security Agency, which I would strongly endorse, that you go, on 
survivor benefits, to the amount that would now be paid by applying 
the social security formula in place of the existing formula; I don’t 
know whether that is more than 15 percent or not, and I would guess 
it probably is. And that might lead to the necessity of reducing 
benefits in other directions. 

Someone in back of me said to apply the social security formula to 
the railroad retirement system would increase benefits by 25 percent. 
That surprises me somewhat, but maybe so. 
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Mr. Wotverrton. At times, I have referred to this as a pie that was 
to be cut, although the pie, as I have said, is very small. 

How would you divide it up, percentagewise, and still maintain 
the stability of the fund, but recognizing both pensioners and survi- 
vors and the widows? Can it be done, or cannot it be done? 

Mr. Latimer. As I say, my result, so far as the annuitants and 
pensioners are concerned, is a residual result, in that you could pay 
an over-all increase of 15 percent, having then found out what the 
effect of applying the social security formula is to the total increase 
of 15 percent that you have. 

That is probably not a very scientific or sensible w ay to do it, but 
I don’t know of any other way. The information which I have, 
which I think is fairly complete, leaves nothing to be done now on a 
completely scientific basis until you have a lot more facts that you 
don’t now have. 

Mr. O’Hara. I do not want to make myself unpleasant, Mr. 
Latimer; you or my colleagues. However, if I understand you cor- 

rectly, your position is that without changing or amending the organic 

existing law, there can be no increases, there will be no increases in 
benefits to annuitants under the railroad retirement system. Is that 
a fair statement, you cannot increase the payments without doing 
something else? 

Mr. Latimer. I would not limit it to these annuitants. I would 
say on the basis of existing law without any change in the relations 
between social security and railroad retirement you are now at about 
the maximum that can be reasonably loaded on the financial base 
you have. 

Mr. O’Hara. In other words, we cannot increase the benefits to 
these annuitants that you want to see increased? 

Mr. Latimer. Yes. 

Mr. O’Hara. Without making some changes in the law and without 
additional taxation? 

Mr. Larimer. On the basis of the present level of payroll which 
last year was 4 billion 700 million, in the face of a situation which 
indicates that the increase in the cost of operation of the railroads is 
not accompanied, wages particularly, by an increase in total payrolls, 
you have a situation where there is, in my judgment, a top economic 
limit on the railroad payroll. You cannot keep on increasing the 
rates and expect the railroads to respond in that ratio. They have 
not done it in 15 years, so I do not think there is any chance they 
will do it now. You are coming down to a point where you cannot 
count on these continuous increases in payrolls and you are past the 
point now where you can afford the minute you get an increase to 
capitalize in perpetuity, which is exactly the way the system has been 
financed so far. 1 think it has gone to the point where it is dangerous 
to load anything more without taking something out on the other 
side. 

Mr. O’Hara. And these bills do not do that? 

Mr. Latimer. They do not do it. 

Mr. O’Hara. You also stated that you felt that the amount which 
the railroad employees now pay under the present law is the maximum 
that they can pay toward this fund. 

Mr. Larimer. I think any effort to load additional taxes on them, 
in view of the attitude at present, which my observation leads me to 
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think is pretty widespread, that they are paying too much already, is 
going to be something you are going to think a long time about before 
you do. 

Mr. O’Hara. From my experience, from passing the 1946-47 act 
and personal experience, I agree with you. 

Mr. Wotverron. Mr. Latimer, in the answer you just made you 
made some reference to a matter I had in mind. This bill does make 
provision, does it not, for eventually at least paying into the social- 
security fund an amount that would be commensurate with the years 
of service they would carry into that act? 

Mr. Latimer. The bill provides that a study is to be made, with a 
report sometime in the future, as to a basis on which Congress might 
make the social-security system hold. It is not only for those under- 
10-years’ service people, as I would read the bill, but it is also taking 
into account the entire range of duplicate coverage. But the bill does 
not do anything at all to the necessary job of eliminating those dupli- 
cations, and the investigation to be made might recommend some- 
thing, but it could not do it without changing the policy expressed in 
H. R. 3669. 

Mr. Wotverron. I assume it will be necessary to have further legis- 
lation. 

Mr. Latimer. You have to have further legislation even to carry 
out the transfer, but in addition to that the point | wanted to em- 
phasize, too, is that 4 years from now, 5 years from now, you would 
have exactly the same situation you have today because there would be 
disagreements then as there are disagreements today on what the 
proper amount to be transferred is. You have today right before us, 
as was brought out before the Senate committee, an estimate from the 
Railroad Retirement Board that the net gain over the vears to the 
railroad-retirement system, or to the extent that H. R. 3669 would 
provide for a gain to the railroad-retirement system, would have a 
value of somewhere around $400,000,000. On the other hand. the 
social-security system says it is a negative factor of about $1,200,- 
000,000. That is, you have $1,600,000,000 difference between the 
two systems right now, an estimate that needs a good deal of study, 
but nevertheless I think anyone could predict without much fear of 
contradiction they will not get together and Congress is going to have 
to decide which one is right. 

Mr. Wotvertron. At some point in your statement you visualized 
the necessity at some time of having subsidies. At what period do you 
fix thet as a possibility? 

Mr. Larimer. It depends on the ups and downs of the business 
cvele. If we had something like the occurrence of the 1929 depression, 
which no one likes to think about, you would have a subsidy within 10 
to 15 vears, conceivably. Normally I do not think you would have to 
have a subsidy immediately if you maintained the principle on which 
I thought the railroad retirement svstem was enacted, namely, that you 
have enough coming in to have a level percentage of payroll income. 
If you do not do that, vou merely put in the Federal subsidy when all 
the money runs out of the fund, which I would say is quite inconceiv- 
able from the point of view of maintaining a satisfactory system. It 
might be 25 years, 30 years, 40 years, 50 years, nobody knows and 
nobody can possibly know. 
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Mr. Wotvertron. Have you at any time, directly or indirectly, 
either given or been sought to give your advice with respect to this 
legislation or any similar legislation? 

Mr. Latimer. No, sir. On H. R. 3669 I was asked one question 
about a technical point on survivor annuities. I think it was survivor 
annuities. That was the only time I was actually consulted. 

I was asked by the railway labor organizations in January 1950 if I 
would do some work for them. I was unable to see my way clear at 
that time in lengthening my workweek from 80 to 90 hours, and I said 
I was sorry, I could not doit. That is the last I have heard, except for 
the one question. 

Mr. O’Hara. Mr. Latimer, in the report of the Bureau of the 
Budget they make several objections to H. R. 3669 on page 2 of that 
report. 

Mr. Latimer. This is the Bureau of the Budget report? 

Mr. O’Hara. Yes. Have you had a chance to read that report? 

Mr. Latimer. No, sir. 

Mr. O’Hara. On page 2, after the first paragraph, it says: 

H. R. 3669, although it appears to move in the direction of interrelation, has a 
number of serious defects. 

1. The workers with less than 10 vears’ service in the railroad industry—and 
these make up a very large percentage of the total—would get virtually all of their 
benefits from the OASI system and nothing from the railroad retirement system 
yet under the bill they would pay for the same OASI benefits four times as much 
taxes as nonrailroad workers pay currently. In asense, the short-term employees 
would be forced to subsidize the longer-term employees, a situation that might 
result in considerable discontent. 

Do you have any comment to make on that objection to which the 
Bureau of the Budget addresses itself? 

Mr. Latimer. No. I think that is exactly the point that T made on 
mv first point, that the short-service workers are being overcharged 
and that on the basis of the first valuation they are being overcharged 
enough to add to the longer-service people probably $30 a month. I 
think it will arouse an awful lot of discontent; ves, sir. 

Mr. O’Hara. You have not had a chance to read this report? 

Mr. Latimer. I did not even know it existed. 

Mr. Hesetron. I intended to ask you, Mr. Latimer, have vou had 
a chance to read the report of the Retirement Board and Mr. Squire’s 
additional statement? 

Mr. Latimer. Yes, sir. 

Mr. Heseiton. Have vou anv comment to make in terms of either 
the report or Mr. Squire’s statement? 

Mr. Larmer. It seemed to me that the report made a good deal 
less of what seemed to me the objections than would have been appro- 
priate. T agree with most of Mr. Squire’s comments. My only com- 
ment on his statement is that I do not think he went far enough. I 
think the actuarial and financial underpinnings are rather more shaky 
than he believes himself. TI have discussed the matter with Mr. 
Squire. All I can say is that I am more conservative than he is, 
ereatly to my astonishment. 

The Cuarrman. Thank you, Mr. Latimer. 

Mr. Larimer. Thank vou, Mr. Chairman. 

The CuarrMan. We will now have a statement from Mr. Cunning- 
ham, of Iowa. 
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STATEMENT OF HON. PAUL CUNNINGHAM, A REPRESENTATIVE 
IN CONGRESS FROM THE STATE OF IOWA 


Mr. Cunnineuam. Mr. Chairman and members of the Interstate 
and Foreign Commerce Committee of the House of Representatives, 
I wish to submit a statement urging the liberalization of the Railroad 
Retirement Act. 

Several vears ago I was approached by railroad workers who sug- 
gested that the Railroad Retirement Act should be liberalized to meet 
the changing economic conditions and the ever-increasing living costs. 
Using their suggestions as a base, I prepared H. R. 456, H. R. 2129, 
and H. R. 2313 and introduced them in this Congress. I have no 
particular pride of authorship or opinion regarding them but I am 
cognizant of the great need for liberalizing the Railroad Retirement 
Act. I know that vou gentlemen of the committee, after considering 
the more than 30 bills which have for their purpose the liberalization 
of the act, will report a good bill and one that will be fair to the rail- 
road employees. I can only emphasize the necessity of expeditious 
handling of this major problem. 

The Cuarrman. Thank vou, Mr. Cunningham. 

Mr. Cunnrncuam. Thank you, Mr. Chairman. 

The Cuarrman. We will now hear from Mr. Vursell of Illinois. 


STATEMENT OF HON. CHARLES W. VURSELL, A REPRESENTATIVE 
IN CONGRESS FROM THE STATE OF ILLINOIS 


Mr. Vursexi. Mr. Chairman, due to the continuous rise in the cost 
of living I have been interested for the past few years in bringing about 
an increase in railroad retirement compensation. 

In 1948 we were able to increase retirement compensation without 
increasing the cost to the railway men. Since 1948 the cost of living 
has continued to rise and I introduced H. R. 9161 in the Eighty-first 
Congress looking to the further increase of railroad retirement 
compensation. 

This bill was not acted upon in the Eighty-first Congress and at the 
opening of the present session I introduced H. R. 1313 for the same 
purpose. 

I realize you members of the committee have a number of bills 
before you including the one I introduced. That in the hearings, you 
will have the benefit of the testimony of the various officials of the 
different railroad crafts who have a practical and intimate knowledge 
of this entire question. You have also had the benefit of the testi- 
mony of the officers of the National Railroad Pension Forum, Inc., 
ably represented by its president, Tom Stack, which organization has 
dedicated its service to a continuous study of railway compensation 
legislation in an effort to bring equity and the greatest benefit possible 
to the members of the various railroad crafts who pay a rather heavy 
tax or fee into the railway retirement fund. 

In addition you have heard testimony from the officials of the great 
railroad transportation systems who must pay into the railroad retire- 
ment fund 50 percent of the cost of maintaining this fund of which the 
railroad employees are recipients. 
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I shall not attempt to enter into the technical or actuarial phase of 
this legislation as you also have the benefit of experts in the insurance 
and actuarial fields who can best give to the committee the informa- 
tion sought. 

Gentlemen of the committee, I do feel there should be a substantial 
increase in railway retirement, because of the heavy tax or contribution 
levied on the railroad employees, and the heavy contribution of an 
equal amount paid into the railroad retirement trust fund by the 
railroad companies. 

I do not think one has to be an actuarial expert in the insurance 
field to know that the men who pay into this fund are not getting as 
high a rate of compensation as their fund is earning. It seems plain 
that the railway workers are paying too much for what they are 
getting, or are not getting enough benefits for which they pay. 

There must be something wrong somewhere in this set-up. Either 
the financial structure should be overhauled, or the reserve in the 
trust fund is being carried at too high a level. I understand the 
reserve is approximately $2,600,000,000. 

Retirement compensation for railroad men is so out of balance with 
the high cost of living at the present time many cannot afford to retire, 
and are hanging on to their jobs. While the law provides they may 
retire at 65, I am informed the average retirement age at present is 
68 vears. This defeats, to a certain extent, the purpose of this retire- 
ment act. I hope and believe the members of this committee will be 
able to bring out such facts that will justify recommending a substan- 
tial increase of at least 25 percent. 

Mr. Chairman, I feel very strongly that no legislation should be 
recommended by this committee that will call for an increase of the 
contributions railway employees now pay into the railway retirement 
fund, and I do not believe the bill should require any increase of 
contributions to this fund from the railroad companies. 

Many retired railway employees are in dire need and are not able 
to secure sufficient food and shelter in their old age, notwithstandiag 
they have paid a great deal of money into this retirement fund. 
This situation, in my judgment, should and can be corrected by 
legislation providing for a substantial increase in railway retirement 
compensation and these increases should be brought about, I repeat, 
without any increase in the tax or contribution from employees, or 
without any increase on the part of the railroad companies. 

1 know something of the hardships being endured by some retired 
railroad men and I know something of their intense interest in seeking 
this relief because of my personal acquaintance with a great number 
of them who live in my district. I feel it is incumbent upon this 
Congress at this session to enact well-thought-out sound legislation 
that will do justice to the railway employees of the Nation. I hope it 
will be done at an early date. 

The Cuarrman. Thank you, Mr. Vursell. 

Mr. Vursety. Thank you, Mr. Chairman. 

The Cuarrman. At this point in the record I wish to introduce the 
report submitted by the Bureau of the Budget, dated May 22, 1951. 

(The report follows:) 
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BuREAU OF THE Bupcet, 
Washington, D. C., May 22, 1951. 
Hon. Ropertr Crosser, 
Committee on Interstate and Foreign Commerce, 
House of Representatives, Washington, D. C. 

My Dear Mr. Crosser: In response to an oral request from your committee 
the Bureau of the Budget hereby submits a report on H. R. 3669, a bill to amend 
the Railroad Retirement Act and the Railroad Retirement Tax Act, and for 
other purposes. 

This bill would liberalize emplovee retirement benefits by roughly 15 percent, 
would add spouse’s benefits patterned after the old-age and survivors insurance 
system, and would raise considerably the level of survivor benefits. It would 
raise the taxable wage base from $300 to $400 a month. It would not raise 
railroad retirement tax rates. Instead the bill proposes to meet in part the cost 
of these benefit increases by shifting to the OASI system the full responsibility for 
paying benefits to short-term workers (those with less than 10 vears of railroad 
service). The bill would not require any transfers of money between the trust 
funds but would merely call for a joint Federal Security Agency-Railroad Retire- 
ment Board report by 1956 recommending such legislative changes as would be 
necessary to place the Federal OASI trust fund in the same position in which it 
would have been if railroad employment had been covered under OASIT since 1936. 

At the outset, it should be made clear that the principle of making the OASI 
system the basic form of protection for all employed people, would carry out the 
President’s recommendation made in his 1952 budget message, to the effect that: 

“Our aim should be to establish for all employed people a minimum protection 
that each person takes with him wherever he works. Pension and insurance 
plans for special groups should supplement social-security benefits as industry 
pensions already do for several million workers.” 

This principle was also the recommendation of the Advisory Council on Social 
Security of the Senate Committee on Finance which reported as follows on 
April 20, 1948: 

‘Railroad employees.—The Congress should direct the Social Security Admin- 
istration and the Railroad Retirement Board to undertake a study to determine 
the most practicable and equitable method of making the railroad retirement 
system supplementary to the basic old-age and survivors insurance program. 
Benefits and contributions of the railroad retirement system should be adjusted 
to supplement the basic protection afforded by old-age and survivors insurance, 
so that the combined protection of the two programs would at least equal that 
under the Railroad Retirement Act.” 

H. R. 3669, although it appears to move in the direction of interrelation, has a 
number of serious defects. 

1. The workers with less than 10 vears’ service in the railroad industry—and 
these make up a very large percentage of the total—would get virtually all of 
their benefits from the OASI system and nothing from the railroad retirement 
system; yet under the bill they would pay for the same OASI benefits 4 times as 
much taxes as nonrailroad workers pay currently. In a sense, the short-term 
employees would be foreed to subsidize the longer-term employees, a situation 
that might result in considerable discontent. 

2. Any breaking point between programs, such as the 10-year limit, produces 
glaring inequities. For example, under the bill, the total retirement benefits at 
age 65 for a man with earnings of $300 a month and with 9 years of railroad 
service and 11 years under social security, would be reduced from $103 a month 
to $80. The total benefit for a man with 10 years of service under each system 
would rise from $105.50 to $112.50 a month. 

3. The principle set forth to govern the joint report on financial adjustment, 
if implemented by law, would establish a very questionable precedent, i. e., the 
favorable tax rate and slower accumulation of reserves under OASI would be 
made available to another, separate program with limited coverage. In effect, 
it puts the OAST system in the position of paying benefits to another system for 
the use and advantage of that system, rather than directly to the individual 
workers. Such a precedent might be used to obtain for other special programs 
with limited coverage the advantage of favorable OASI financing without actual 
participation in that system. The strength of a comprehensive social security 
program depends on wide coverage with its pooling of high-cost and low-cost 
risks; the proposed arrangement would weaken the system. 

4. Because of the extreme complexity of the proposed interrelations between 
the two systems, those persons who are covered under both would be thoroughlv 
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confused as to their rights, benefits, and equities. This complexity would also 
give rise to delays in adjudicating claims and to heavy administrative expenses 
to both systems. 

5. According to the estimates submitted to the Senate Committee on Labor 
and Public Welfare by the Railroad Retirement Board, the cost of the benefits of 
the railroad retirement system would exceed the combined employer-employee 
tax rate by 1.6 percent of payroll, which, on a level-premium basis, is approxi- 
$80 million a year. The estimates of the Board show that in the absence of addi- 
tional financing the trust fund would be exhausted within the next 50 years. 
Moreover, according to the testimony which the Federal Security Agency has 
presented to the Senate committee, the division of cost between the railroad 
retirement program and the old-age and survivors insurance program would call 
for transfers in the opposite direction from that indicated by the Railroad Retire- 
ment Board, and in this event the inadequacy of the railroad tax rate would be 
even more than indicated above. Because of the great importance of this to the 
financial soundness of both systems, this question should not be left unresolved. 

6. An increase of $1.5 billion in the unfunded liability of the railroad retirement 
fund would result under H. R. 3669, largely from credits to be given to older 
workers for their service prior to the establishment of the system. This presents 
a serious question of financial policy for a system with limited coverage. 

7. The Federal Government has appropriated $330 million for military service 
credits of railroad workers. Most of this amount is attributable to the military 
service of individuals whose benefits would, under the bill, become a responsibility 
of the old-age and survivors insurance system. The bill fails to require the rail- 
road retirement fund to make a refund to the Treasury to reflect this transfer of 
liability. 

8. The absence of authority for financial adjustments means that the OASI trust 
fund would actually pay benefits to short-term workers untll 1956, with no legis- 
lative assurance of a subsequent settlement from the Railroad Retirement Board. 
This lack of assurance may well cause considerable appprehension on the part of 
the workers and their families who are relying on old-age and survivors insurance 
for their basic economic security. 

Any need to provide higher and more varied benefits for railroad workers 
toward which the bill is pointed should and can be met in a simpler and more 
equitable way, consistent with broad national interests and long-range objectives. 
Better dollar-for-dollar value can be given by providing coverage for all railroad 
workers under the old-age and survivors insurance system, with the railroad re- 
tirement program retained to supplement the old-age and survivors insurance 
benefits. This would carry out the recommendations of both the President and 
the Senate Advisory Council on Social Security. 

The railroad workers would get more benefits for less money if OASI benefits 
were made available to all railroad workers, with the Railroad Retirement Board 
paying the difference between OASI benefits and the present railroad retirement 
benefits. That is, the workers would get the more advantageous OAST survivors 
protection and, at the same time, the present 12 percent railroad retirement tax 
rate could be lowered to a combined OASI-railroad retirement rate which has been 
estimated roughly at 8.5 percent. As the OASI rate rises over the years, the 
combined rate would, of course, rise also, but it would not reach its peak of about 
12 percent until 1970, whereas the railroad retirement rate is 12 percent now and 
will rise to 12.5 percent next January. Alternatively, railroad retirement benefits 
micht be increased with less of a tax decrease. 

We shall be glad to arrange for elaboration of the points made in this letter 
should your committee so desire. 

Sincerely yours, 


Eimer B. Sraats, Assistant Director. 


The Cuarrman. The committee will stand adjourned until tomor- 
row morning at 10 o'clock. 

(Whereupon, at 3:45 p. m., the committee recessed to be reconvened 
at 10 a. m., Wednesday, May 23, 1951.) 
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WEDNESDAY, MAY 23, 1951 


Hovusr or REPRESENTATIVES, 
ComMITTEE ON INTERSTATE AND ForREIGN CoMMERCE, 
Washington, D. C. 

The committee met, pursuant to adjournment, at 10 a. m., in room 
1334, New House Office Building, Hon. Robert Crosser (chairman) 
presiding. 

The CHarrMan. The committee will be in order. 

The first witness this morning is Mr. Thomas Stack, of Chicago, II. 


STATEMENT OF THOMAS STACK, PRESIDENT, NATIONAL RAIL- 
ROAD PENSION FORUM, INC., CHICAGO, ILL. 


Mr. Srack. Mr. Chairman and members of the Committee on 
Interstate and Foreign Commerce, my name is Thomas Stack. I 
reside at 1104 West One Hundred and Fourth Place, Chicago, Il. 
I am president of the National Railroad Pension Forum, Inc.—a 
chartered organization under the laws of the State of Illinois, as a 
nonprofit educational group comprised of union and nonunion em- 
ployees subject to the Railroad Retirement Act. We are the largest 
pension group in the country, with membership on 312 railroads 
and affiliated bureaus; 90 percent of our organization being members 
of the various crafts of the brotherhood. 

I will try to cite the need for congressional action to remedy an 
act known as the Railroad Retirement Act that has become obsolete 
under present economic conditions; it has completely broken down. 
When the act was created in 1936 to become effective January 1, 
1937, it was strictly a retirement system that was looked upon with 
pride by workers on the railroad, as it promised them security in old 
age. The tax rate was only 2% percent on payrolls up to $300 per 
month. This tax rate has now increased to 6 percent, and under 
the present planning will reach 6% percent of the payrolis up to 
$300 per month next January. This is matched by a similar amount 
by the carriers, so that there is paid for the account of each employee 
12 percent monthly by payroll deductions to a system from which 
they will receive little or no benefits. Those who reach the age of 
65 years, which is at present the retirement age, will not and cannot 
afford to retire on the meager pension they would receive, which 
would not suffice to give them subsistence during their declining 
years when medical care and sufferings attributed to age, cause an 
added burden and strain on their financial conditions. 

Recently the Retirement Board concluded their 1950 annual survey 
and attempted to show with charts and figures that the retirement 
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system was still a success—giving the helping hand to a large segment 
of our population. The Retirement Board is a Government agency. 
Many of these agencies are camouflaged under various names. In 
the January issue of Reader’s Digest on page 16, it shows that the 
Government shells out $1,500,000 each month for this propaganda; 
$4,000,000 are used to print the releases of the propaganda experts and 
another $3,500,000 is used for mailing. This is a total of $9,000,000 
a month to advance propaganda in which the Government is interested. 

The average annuity or pension received today by the railroad 
employee is $83.38 per month, with less than 1 percent of the em- 
ployees receiving the present maximum of $144 per month. This 
average pension is broken down by the Board and I will cite same for 
the record: 

Average monthly pension 


Stenographer-secretaries______......------ mec de. EE hm real Bere ... $77. 89 
to See nakeaes we x ae b ee a ae SUL 2 Shoe 
Switchboard operators -_-_.-.......-.--..-.-- dine ohpaciie mens a i 6832 
Elevator operators__-.......-.-.- Jimpcamés ee eae ee ee he 58. 61 
Patrolmen watchmen ----__------ eae SEP a wietiaeiea aie 
ne net an ale aes a es Nee siete Pape id Seas « iccaeeee 50. 75 
| SL PETE MRO , ener s ee A 56. 10 
Section men cS ae ie he Eh ee Pe EST ee eee De ee 
Coach cleaners - ee eee ee a soil -. 68 20 
PUNY MEO nc coca cc ceacnateeeens 4 Ae eb lacy or Mths Ld . 66.19 


This is carried on page 106 of the annual report of the Retirement 
Board of 1950. 

Now let us take a look at the survivor benefits carried under the 
same report. There are 72,700 aged widows who average $29.53 per 
month; there are 13,500 widowed mothers who average $27.41 per 
month; 44,900 children of deceased employees who average $16.93 
per month; and 1,100 parents of deceased employees who average 
$16.53 per month. Are these figures anything to brag about when 
we have a 50-cent buying power on the present dollar? 

In 1938—1 vear after the act went into effect, there were 38,000 
employees over the age of 65 years who still continued to work; in 
1950 we have 88,800 employees—or an increase of over 50,000—who 
are over the retirement age and still cannot afford to retire under 
present meager pensions they would receive, and if you will refer to 
page 14 of the said report you will find that 843 annuitants returned 
to work on the railroads as they could not meet their obligations on 
the small annuity they. received. Sometimes we ask ourselves the 
question, Is this an act created to force employees to work until they 
die? In 1949—before the cost of living had soared to its present 
heights—21,800 employees retired and 17,200 or 79 percent of those 
were between the ages of 65 and 69 vears; 4,400, or 20 percent, were 
70 years or over. It is a hazard to the riding public at the present 
time to have men of that age operating trains. There is no other 
industry—aeroplane, taxicab, etc.—that permits the services of aged 
men in the operation of their facilities, but the rail worker has no 
alternative—he must die with his shoes on or starve in this land of 
plenty. You gentlemen are familiar with the increased cost of living, 
but let me cite for the record a report from the United States Bureau 
of Labor Statistics regarding the increase in cost of necessities of life 


between 1937 and November 15, 1950—released on January 12, 1951: 
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- — Percent 

| 1937 Nov. 15, 1950 increase 
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Fuel, electricity and refrigeration . -.....-.............-.-.----| 100. 2 | 143.7 | 43.4 

ic 86 iis btn drindbecuasinéioduantial 104.3 | 202.3 | Ot 

Miscellaneous - gare eR LE Ee SRD aE, 101.0 | 160.5 58.9 
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Those figures show an increase in living costs of at least 71 percent 
between 1937, when our act was formulated, and November 15, 1950. 
When analyzing this report you must bear in mind that only 1 
percent of the widow beneficiaries under the survivor benefits receive 
$40 per month, and 95 percent of this same class receive from $20 
to $39.99 per month. Now, 4 percent of all Class I railroad employees 
in 1950 earned less than $2,000 per annum; 33 percent earned from 
$2.000 to $2,999 and only 63 percent earned $3,000 or more per annum. 
Forty-one percent of our laboring gangs earn less than $2,000 per 
annum. I am mentioning these figures so that you will see that we 
must give assistance to those in the lower paid group if they are to 
cope with the ever rising living costs. To show the grave situation 
confronting us I wish to advise that in 1937 when the dollar was 
worth 100 cents, 52,895 employees made application for pensions; 
in 1950, with the age limit greatly increased, only 37,577 applied 
for pension, although almost 90,000 were eligible for retirement insofar 
as age of 65 years was concerned. The recent 1950 annual report 
on page 128 shows the mortality rate is higher between 60 and 69 

years of age. 

If an employee dies on the job, under the amendment to the act of 
1948 he is insured that his estate or beneficiary shall receive at least 
all he paid into the fund, based on 4 percent of his earnings from 
January 1, 1937, to December 31, 1946, and 7 percent thereafter, not 
to exceed $300 per month. This is not a percentage per annum but 
applied to the lump sum paid into the account. Now if he leaves no 
eligible next of kin who is entitled to immediate benefits this closes 
his account. It must be remembered that the railroad matches the 
emplovee’s tax on similar basis and the moneys going into the reserve 
is loaned the Federal Government for current expenses and bears 3 
percent interest which is added to the already overloaded surplus of the 
account. You will see in this type of cases the Retirement Board 
benefits also from the lump sum equal to that of the emplovees, and 
even more when you consider the interest that is put into the money 
remaining in the reserve fund which carries compound interest per 
annum; therefore, the Board has 100 percent profit on every employee 
in that particular case and it is only those who are on pension and 
outlive their equity who receive more than they have paid into the 
fund. 

Now, the Retirement Board always advise that they work on 
actuarial basis to protect the solvency of the fund. When the act 
originated it was based on $34 billion payroll, which was the maximum 
payroll i in 1937. It was based on $1% billion when the act originated 
but in 1946, when the so-called Cross amendments were added to the 
act, the payroll was $3! billion. It was on this payroll that future 
obligations were figured. Last year the payrolls of the railroads were 
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5 billion and 30 million dollars, and with the increase in salaries early 
in 1951 the payroll may reach 6 billion dollars in 1951. Now that is 
not taxable payroll. That may be the payrolls of the American 
railroads but it is not the taxable payrolls. It includes the gentlemen 
who are getting more than the maximum of $300 at the present time. 
The payroll has been established here by the actuaries at $5.2 billion, 
which, however, does not include the increases that are at present being 
handled. So not alone has the tax which averaged 3 percent on the 
employee and 3 percent on the railroad during the first 10 years of 
operation doubled at the present time, but the payrolls of the railroads 
also have doubled which is prima facie evidence that the money or 
revenue taken in by the Retirement Board has also materially in- 
creased without additional obligation other than the 20-percent 
increase in pensions given to our employees under the Eightieth 
Congress, which was the first pension adjustment ever made under the 
system. 

The Retirement Board still points out that they took on some 
48,555 pensioners who paid nothing into the fund and gave them a 
pension. The average age of these men when taken over from the 
corporate payrolls was 74 years. There are some 6,900 still living 
with an average age of 86, but death is rapidly taking its toll and some 
2,000 are dying each year, which satisfies the Retirement Board with 
the obligation they assumed. In other words, it is no longer a drain 
on the fund. It is no longer an obligation that should receive serious 
thought. 

Every time we look for some additional benefits the Retirement 
Board reminds us of the obligation which they claim is so high that 
the fund will not stand additional benefits. They might convince 
themselves—or should I say deceive themselves— -but very little 
credence is given this feature by the rail worker who knows that the 
Board, as a Government agency, is interested in a bureaucracy at the 
expense of the employee. 

A lot of the obligations used are of the phantom type. To illustrate 
this we have a little over 1,000,000 bona fide workers in the industry 
while there are more than 8,000,000 obligations on the books of the 
Retirement Board, many of those are schoolboys who work during 
vacations for the rails; many seek railroad employment when work is 
slack. Some 80,000 Mexicans who worked for the railroads during 
the war years are shown under this obligation. This has a tendency 
to water the stock with no one getting benefits except those making 
the so-called actuarial survey for the Board, who can use those figures 
to defeat the cause of increased benefits. 

Many of those in this transient class will never claim any benefits 
under the act. To further illustrate this point I would refer you to 
annual report of the Retirement Board June 30, 1946, page 27. 
From January 1, 1937 to June 30, 1946 the Board received notification 
of the death of 217,131 individuals, of whom 60 percent or 130,279 
had not applied for annuity. In addition, 9,717 cases where benefits 
were due but remained unclaimed, or the survivors had dropped the 
claim on account of the red tape in connection with the collection 
thereof; nevertheless the Board keeps those accounts open on their 
books for accounting purposes. Such action serves no purpose other 
than it is always used as a concrete alibi to justify the huge amount of 
money necessary to keep the fund actuarially sound, and it was this 
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process coupled with the socializing of the system in the Seventy- 
ninth Congress that caused the tax to be increased 64 percent on the 


‘employees and the railroads supporting the system. 


The railroad employee justly feels that he is either paying too much 
for what he receives, or is not getting sufficient benefits for what he 
he pays. This Congress must do one of two things—either increase 
benefits and streamline the act to be useful and operated in the 
interest of those who pay the freight, or materially reduce the cost 
more appropriately with the small benefits derived from its operation. 

In my capacity | have my hand at all times on the pulse of the rail 
worker. We are a specialized group dealing exclusively in railroad 
pension. I have spent some 38 vears with the industry myself. I 
receive thousands of letters’on this subject of retirement from every 
State in the Union and possibly every railroad center of the country. 
My interests are not selfish and I do not recommend an exhorbitant 
increase for the widows or survivors when I know that the employee 
pays the bill and should receive our first consideration. The retired 
worker should be our first consideration and it is with this thought in 
mind that we have supported the various House and Senate bills as 
related in exhibit A attached. A summary of those bills is as follows: 

To increase present retirement benefits 25 percent—which does not 
suffice to take care of the increased cost of living, nor is it appropriate 
to bring the retired worker par with the benefits applicable under the 
original act, but it is a step forward to get the maximum benefits 
without reflecting on the solvency of the present fund, and without a 
subsidy from any agency of Government. 

We also ask retirement at the age of 60 vears with 30 years of 
service, which will eiminate the present discrimination between class 
employees on the rails, as under the 1946 amendments to the Retire- 
ment Act female employees can retire at 60 years with 30 years of 
service at full pension, while the male employee must work until he 
is 65 years of age, which is equivalent to one-third deduction were he 
to retire at the age of 60 years. I might further bring to the attention 
of this august body that 2 years ago the State of Maryland granted 
full retirement to its civil service employees at 60 years. Also, 
Senator Bridges, as arbitrator between the miners and operators, gave 
the miners the privilege of retiring at 60 years, and our railroad em- 
ployees feel that they have been discriminated against regarding this 
feature. 

Exhibit ‘‘A”’ shows some bills sponsored to help those in the lower 
paid brackets and to have pensions based on 50 percent of the five 
highest average years, earnings not to exceed $300 per month, which 
is the maximum amount on which we pay tax. This is only a mini- 
men pension plan as the present method used in figuring prior com- 
pensation is using the basis 1924-31 to determine the service credits 
prior to 1937. I might say that the salaries at this period were very 
low, which included the depression period when some railroad em- 
ployees were working only a few days a week so that others in the 
employ could get in some extra work to keep food on their tables. 

This system of pension is nothing new. This method is at present 
used by the Federal and Civil Service pensions and provides a more 
equitable pension for those especially in the lower paid brackets. 

Another very important bill provides retirement after 35 years of 
service regardless of age. This bill is not for the purpose of gaining 
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some concession for the rail worker, but is necessary in view of the 
many employees who have lost their jobs under the streamlining of 
railroads and are unable to find employment at their age. 

I recently had a case from Oelwein, lowa, where a man worked 42 
years as water tender attendant; his job was abolished; he was 59 
years old—too old to work and find other employment, yet too young 
to get a pension under the present Retirement Act. This man had 
to take out a $2,800 mortgage on his home so that he and his family 
could subsist until his pension was confirmed when he reached the age 
of 65 vears. There are many similar cases today with eastern roads 
where many find themselves engulfed in a similar situation. This man, 
in my opinion, should come under the category of a disabled railroad 
employee who as such could get his disability pension were he disabled 
on the job, regardless of age. 

I do not want to confuse you gentlemen by bringing into this testi- 
mony the various injustices of our Retirement Act, but I have tried to 
give you a concise picture of the present urgent needs of amending 
this act and to remove from it the obsolete shroud which at present 
exists. Our railroad employees are looking forward to you to give 
them justice. Our retired workers are praying that God will enlighten 
you so that you can appreciate their present distress. Many of those 
poor souls are actually hungry in this great land of plenty. The 
Good Book tells us if we have not charity it matters little. Our 
destiny today is placed in your hands. 

Mr. Chairman, I will comment on exhibit A in a little while, but 
I will ask you to turn to the last part of this statement which covers 
an observation that 1 made after hearing the testimony in the Senate 
Committee. 

I wish to say there is no demand from employees for the type of bill 
entered by the nonoperating Brotherhoods. As explained in detail 
by Mr. Murray Latimer when he appeared before your committee, 
it is a very vicious piece of legislation, inasmuch as it increases the 
maximum taxes on employees ’ contributions from $18 per month to 
$25 permonth. That is a 33% percent increase in taxes for men in that 
bracket. It removes the military credits now enjoyed by social secur- 
ity and Railroad Retirement workers. It goes a step further in 
raising restrictions to those retired so that they willl be prohibited 
from earning more than $50 per month. Why they put that clause 
in there I cannot understand. It is certainly not the thought or the 
idea of our railroad employees. It gives a further spread of benefits 
to increase costs instead of helping the present beneficiaries who are 
in dire need. In a nutshell, it is social security de luxe, and is a step 
forward to the merger of the two systems with its socialized effects. 

The various actuaries testifying at the hearing would indicate that 
not alone do they have to be mathematicians but | magicians to produce 
figures, and in the final analysis sharply disagree with the results 
Mr. Dorrance C. Bronson on page 10 of his report showed, that if 
retirement benefits were considered that the fund would stand 25.2 
percent, while if the survivors were included the fund would only 
stand 19.8 percent. Congress will not do a good job unless those 
survivors are also beneficiaries. 

If the pattern of social security is going to be followed in some 
respects, why not give serious thought to the financial structure and 
abandon the theory of funded indebtedness and put the railroad retire- 
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retirement system on a ‘pay-as-you-go plan’? When the Social 
Security Act was amended in 1939, Congress made it clear that when 
the annual commitments for benefits exceeded three times the intake 
they would take action to reduce the rate. Today the taxes taken in 
by railroad retirement annually almost exceed the benefits by seven 
times. It is now 40 percent that they are paying out in benefits. 
If this system were adopted then the bills we seek pasage of could be 
enacted into law without any fear of the financial soundness of the 
fund. In the Eightieth Congress I attempted to secure such a measure 
to put the employees’ tax on a sliding scale basis. 

Many of our large municipal pension systems have abandoned, or 
proposed to abandon, the theory contemplated of building up tre- 
mendous reserves in most of the existing statutory requirements for 
financing these funds and have gone on a pay-as-you-go plan to assist 
those on pegged incomes during the period of economic instability. 

Mr. DiSalle is at present working on the principle of putting in an 
escalator clause to tie in with pours: gon to give relief to those on 
pegged income and we the railroad workers must have a system elastic 
enough to meet the economic conditions of today and the future. 
Under our present system of financing this apparently cannot be 
accomplished. Our rail leaders have lost touch with the common 
man—their past performances have been a registered failure, and if 
we will depend on them to show us the light, I expect Gabriel to blow 
the trumpet before we can secure honest relief on the tragic situation 
facing the retired rail workers of this Nation. 

[ received just a few days ago a report that was forwarded to 
Senator Johnson, the chairman of the Committee on Interstate and 
Foreign Commerce of the Senate, who sponsored our bill S. 510 in the 
Senate. Mr. Priest, your colleague, is sponsoring a similar bill here 
in the House, which is retirement at 60 with 30 years of service. 

Mr. Kennedy gives a very adverse opinion on this bill and he has 
brought out many factors in there that I have answered in my letter 
to Senator Johnson. 

It. is quite apparent from the tone of Mr. Kennedy's letter to the chairman of 
this committee 


Mr. Murray— 


that the Retirement Board whose duties are of an administrative nature also try 
and control the legislative activities and permit no legislation to pass unless they 
cosponsor it. On account of the inadequate pensions rail employees receive 
today, the act in its present form has become obsolete and needs more than one 
single change. The average retirement age at present is 68 years on account of 
this condition. Mr. Kennedy says your bill would involve some 80,000 em- 
ployees. I assume he took all the employees over 60 vears on the rails. If the 
Retirement Board wanted to be honest about the matter, they would prepare a 
projection showing the cost covering 5 percent of the employees, 10, 20, 25 percent, 
and even 50 percent. You know as well as I do that all of the employees would 
not retire at age 65 or 60 if permitted to do so. Some employees are old at 60 
vears after working hard for the railroads for over 30 years, while others are 
young at even 70 years, generally office employees. 

On actuarial measurements a 1 percent tolerance does not disrupt any financial 
svstem., 

Mr. Kennedy said that the additional cost would be 1% percent of 
the payroll, based on 80,000 employees to leave the service at age 60 
or Over. 


The Retirement Board in the current hearings placed the valuation at 12.1 
percent of the payroll while next January employer and employee contributions 
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will be 12.5 percent. If the financial structure of the Board under present 
financing methods cannot be operated in the interest of those who pay the freight, 
then they should be put on the pay-as-you-go plan enjoyed today by socia| 
security and a Jarge number of municipal pension plans. You must bear in mind 
that the reserve of $2'4 billion today in the fund exceeds the disbursement jn 
14 years of opere.ion, and the enactment of your bill would not seriously reflect 
on the fund in ihe next 10 years, especially in view of the expanded economy of 
the country in general, with increased payrolls and added contributions. 

I am very much surprised at Mr. Kennedy’s lack of knowledge regarding what 
employees want on the railroads. Only today I have received a copy of a petition 
to your colleague, Hon. William Jenner, carrying 500 names of railroad employees 
at Ivansville, Ind., covering emplovees working for the C. & E. L, L. & N., 
Southern Railroad, the Illinois Central, and Railway Express working at that 
point, asking for retirement at 60 years with 30 vears of service, and while they 
did not mention your bill they asked Senator Jenner if this clause could not be 
inserted in some master bill that will come out of committee. I am very sure 
that friend Jenner will give you the necessary cooperation to further support your 
measure. 

Now, gentlemen, that is a serious situation and it is a situation 
that should be remedied. 

Another situation is the retirement of railroad employees with 
35 vears of service. We have a terribly lot of employees that are 
out of work at the present time due to the streamlining of railroads. 
They are not old enough to get a pension and they have no way to 
subsist until they reach the pension age. Now this is not to give 
general retirement at 35 years but it is a matter that I would ask you 
to give careful study to. 

(Mr. Stack submitted the following document as exhibit A:) 


Exuisit A 


H. R. 166, H. R. 2129, before the committee which provides in substance 
25 percent increase in rail pensions and survivor benefits. Those bills are spon- 
sored by our colleagues, Brooks of Louisiana and Cunningham of Iowa. 

H. R. 2423, by Hon. Percy Priest, to provide retirement at age of 60 years for 
employees who have completed 30 year of service. This bill will eliminate the 
present discrimination between male and female employees within the railroad 
industry. 

H. R. 2313, by Hon. Paul Cunningham is perhaps the most important bil! 
submitted on railroad retirement in Congress because it makes provision for those 
with 35 years of service who have lost their jobs through no fault of their own, 
but due exclusively to the present streamlining of railroads, where emplovees 
find themselves out of work and unable to fit into other employment, with thei: 
age greatly against their further emplovment with industry other than the railroad 
where they gave the better part of thier lives and expect some security against 
old age. 

Mr. McGuire. Mr. Stack, when was the National Railroad Pension 
Forum organized? 

Mr. Strack. It was organized when the so-called Crosser amend- 
ments started. We were then operating as a committee but we or- 
ganized under the laws of the State of Ilhnois in October 1947. 

Mr. McGuire. How many dues-paying members do you have? 

Mr. Stack. 77,000. 

Mr. McGuire. What are the annual membership dues? 

Mr. Srack. $1 a year. 

Mr. McGuire. Do you have any qualifications for membership? 

Mr. Strack. We do have a constitution and bylaws. I shall be 
very glad to submit the constitution and bylaws to the members of your 
committee. The only men that we bar from membership in our organi- 
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zation are Communists or someone like that. We term them “unde- 
sirable.’’ 

Mr. McGuire. Have you polled your members with respect to the 
legislation you are favoring here? 

Mr. Strack. Yes, sir; we have thousands of letters on that. 

Mr. McGuire. Do you write to them or do you depend on their 
writing to you? 

Mr. Sracx. We depend on their writing to us. 

Mr. McGurre. Can you give us an estimate of the cost of the addi- 
tional benefits that you are advocating? 

Mr. Srack. With respect to that one bill, retirement at age 60 
with 30 years of service, Mr. Kennedy’s report tells us that it will 
cost 14% percent more of the payroll. 

Mr. MeGurire. Do you think that all the benefits you are propos- 
ing can be paid without increasing the tax rate? 

Mr. ieesune: The benefits that I propose are something that are 
actually needed by the railroad employees and if this act fails to fune- 
tion and cover the obligation it originally intended to do, then the 
financial structure of the act must be overhauled, and you have three 
ways of doing that. One would be to put it on a pay-as-you-go plan 
where you would have a closer relationship between income and dis- 
bursements. Another would, as Mr. Latimer specified yesterday, to 
put the social security in there as a base on railroad retirement and 
then add additional railroad benefits at an additional tax to the rail- 
road employees. 

Mr. McGuire. Would you favor an increase in the tax rate, then? 

Mr. Stack. No; we are not in favor of an increase in the tax rate. 

Mr. MeGutre. Would you favor a subsidy? 

Mr. Stack. Well, that is the third way out. 

Now it might seem ridiculous to some of the Congressmen here 
present that we would be in favor of a subsidy, but it is a case where 
we have our back against the wall and we really must have some re- 
lief and get it shortly. Now I do not think that the railroad man is 
asking for anything extraordinary by asking for a subsidy, if it is 
essential that we have that to finance this retirement system, because 
after all we are paying taxes through income taxes and indirectly 
through hidden taxes to maintain your civil service and even your 
social-sec ‘urity pensions. In other ‘words, we are subsidizing them, 
but who is giving us a subsidy? 

Mr. McGuire. I was quite impressed with your statement on page 
3 where you stated that we do not have people piloting airplanes and 
driving taxicabs at ages at which some railroad men drive locomotives. 
I think the American public is quite amazed when they hear of a 
railroad wreck and learn that the engineer was 68 years or 70 years 
old. 

Mr. Srack. I have preached that to the Congress for years. The 
brotherhood’s standards today are based on seniority. Hence, a man 
who is up in years is the man that has the best run. I was up in 
Winona, Minn., a short time ago and I rode with the engineer on the 
Hiawatha. It is one of the crack trains of the West. That man was 
72 years old who was operating that train. We were 15 minutes late 
getting into Winona; when we landed in Chicago we were on time, 
and that train I bet was going over 100 miles an “hour. 
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Mr. McGuire. Those are all the questions [ have. Thank you. 

Mr. Priest. | should like to make a brief observation. I intro- 
duced the bill referred to by Mr. Stack to make it possible, although 
not mandatory, to retire at age 60 after 30 vears of service. When we 
had the railroad retirement amendments up before, | felt somewhat 
strongly that there should not be discrimination between the sexes on 
retirement age. I am not sure that is entirely logical; it is a strong 
feeling that I have. 

I also want to make it clear that in introducing this bill it was my 
feeling that the benefits could be provided without increasing the tax 
rate. I donot favor increasing the tax rate on the payroll at this time 

I felt somewhat as Mr. Stack suggested with reference to the cost, 
that if all 80,000 who were past age 60 retired immediately there would 
be an increase in cost, but having kept up somewhat with the record 
of employment on the railroads, | have a rather strong feeling that a 
rather small percent, compared to the 80,000, would retire at age 60 
But | felt that the act should provide for voluntary retirement at that 
age if they so desired. 

I wanted my feeling in that respect made clear in the record at this 
point, because I do not favor increasing the payroll tax. I still believe 
that if it could possibly be done without an merease in cost, that the 
employees should be given the privilege of retiring at the age of 60 
after 30 years of service, if they want to do so. 

Mr. Cuenowern. Mr. Stack, I have inquired of the heads of the 
brotherhoods who appeared before the committee and they state there 
is no sentiment in their group for retirement at age 60. Where is this 
pressure and agitation coming from for retirement at age 60? They 
state that they have had no great demand for it in their groups. 

Mr. Strack. Ir. Chenoweth, we have a big demand for that. | 
would refer you to vesterday’s Congressional Record, May 22, page 
5729, in which a petition was signed by a large number of railroad 
employees in the congressional district of Congressman Martin asking 
for retirement after 30 vears at age 60, and they also asked there for 
the widows to be pensioned at the age of 50. 

Mr. Cuenowern. Would you advocate that if it meant the jeopard- 
izing of the fund? 

Mr. Srackx. No; I would not. I believe we can find a solution. 

Mr. Cuenowern. The testimony before the committee is that vou 
cannot reduce the retirement age with full annuity to age 60 without 
placing the fund in jeopardy. You certainly would not advocate that 
before this committee, would you? 

Mr. Sracx. No. Mr. Chenoweth, I will tell you about that matter. 
When this act was created in 1937 it was predicated on a projection 
that was forcibly extended over a period of time. They did not have 
the money in the account at that time to operate, so they had to extend 
it over a period. They took this 50-vear period. According to the 
estimates they made and the projections they made then, the fund 
was not supposed to have a surplus or reserve of $2.5 billion until 1963. 
So you can see that the methods that they originally used are antique 
and that they are not modern methods of handling a structure such as 
the railroad retirement. 

Mr. Cuenowern. Mr. Stack, in effect is it not true that all you 
are asking the committee to do here is to work out the best bill we 
can for the railroad men of this country? 
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Mr. Strack. That is correct. 

Mr. Cuenowertu. We want to do that. 

Mr. Strack. That is right. 

Mr. Cuenowetu. We have to keep the fund sound so that a man 
who dies 10 or 15 years from now will know that his widow will be 
taken care of. 

Mr. Strack. That is right. 

Mr. Cuenowetn. That is our greatest responsibility. 

Mr. Strack. That is right. 

Mr. Cuenowernu. If the actuaries tell us we cannot provide full 
retirement annuities at age 60, would you still insist that we go to 60? 

Mr. Srack. Congress has the authority to change the structure of 
the act. 

Mr. Coenowern. What do you mean by that? 

Mr. Srack. Put it on a pay-as-you-go plan or put it on the plan 
that Mr. Latimer suggested, or you have authority to give a subsidy. 

Mr. Cuenowern. If you put it on a pay-as-vou-go basis vou will 
have to increase vour contributions. 

Mr. Srack. No. 

Mr. Coenowetu. Can vou explain why that will not be necessary? 

Mr. Srack. It is a closer relationship between disbursements and 
intake of revenue, if vou put them on a pay-as-you-go plan. We 
have $2} billion today in the Treasury, in the reserve fund. That is 
more than they have paid out in 14 vears of operation, and that fund 
is sufficient for every bill we are sponsoring here today and it would 
not reflect on the fund for 10 vears and it would give vou 10 years of 
observation. 

Mr. Cuenowetu. The drain on the fund is going to be heavier and 
heavier. 

Mr. Strack. That is right. 

Mr. Cuenowetn. It is nice to have money there when this heavy 
demand comes. We have to have this money there and keep this 
fund solvent. As one member of the committee I do not intend to 
take any action which will deprive the railroad men of the security 
to which they are entitled under this act. How would vou feel toward 
a straight across-the-board increase of, say, 15 percent, which they 
sav we can do right now without jeopardizing the fund? These men 
are in need now, are they not? 

Mr. Srack. Yes. 

Mr. Cuenoweta. They need this money now. The proposals here 
are for a rather complicated act or amendments which may involve 
long discussion and controversy. Why could vou not all agree on a 
flat across-the-board increase in benefits? You are in disagreement 
now with many features of this amendment. 

Mr. Srack. That is feasible under the present financial structure. 

Mr. Cuenowern. Let us give these railroad workers some relief 
now. 

Mr. Srackx. That is what we have to have. 

Mr. Cuenowetu. You can see it is going to take some time to 
work out a complicated bill here. 

Mr. Srackx. Mr. Chenoweth, if you give them a 25-percent across- 
the-board increase, that is not going to break the fund tomorrow, it 
is not going to break the fund 10 vears from now. It is going to give 
you actual statistics and not actuarial estimates. 
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Mr. Harris. Will the gentleman yield? 

Mr. Cuenowerna. Yes. 

Mr. Harris. You say if benefits are increased it would not break 
the fund tomorrow or in 10 years. How long would it take to break it? 

Mr. Strack. That is problematical. 

Mr. Cuenowertnu. Out of these 77,000 members that you have, have 
you received any complaints from those who retired prior to 1946, 
who elected to take a smaller retirement benefit in order that their 
widows might receive something when they passed on? 

Mr. Strack. Yes. 

Mr. Cuenowertnu. They feel they are discriminated against. 
Have they complained to you? 

Mr. Strack. They are complaining. 

Mr. CHENOWETH. What is your recommendation? 

Mr. Strack. We are trying to handle the main features. 

Mr. C HENOWETH. You are not proposing anything now to remove 
that discrimination? 

Mr. Strack. We are not proposing to remove that. 

Mr. Cuenowetu. I would like to put in some amendments to take 
care of that group. I feel there is an inequity in that. 

Mr. Srack. There is only a small group. 

Mr. C HENOWETH. They feel they paid in the same amount as the 
others. They are receiving the smaller amount while the others who 
retired after 1946 are receiving a larger amount. 

Mr. Srack. It is an injustice. It is under the laws of contract. 
They signed these contracts. It will need congressional action before 
it can be changed. 

Mr. Cuenowetu. You would recommend that? 

Mr. Strack. I would recommend that. 

Mr. Scorr. Mr. Stack, just for information, is there any age now at 
which retirement is compulsory either in the operating or “the non- 
operating groups? 

Mr. Srack. When the original act was created in 1934 we received 
a lot of opposition at that time from all of the brotherhood leaders 
who were against pensions by legislation. But our railroad employees 
put that act through. That act at that time carried a floor and a 
ceiling. It carried a floor that if you retired under the age of 65 you 
lost one-eightieth for each month you were under the age. If you 
retired after reaching age 65, you lost one-cightieth for each month 
you worked after age 65. It was under that feature that the act was 
held unconstitutional at that time. 

Mr. Scorr. My question, Mr. Stack, is whether there is any 
provision which requires that a railroad man shall retire at the age of 
80 or any other age. Could a man in good health operate these crack 
trains at the age of 80? 

Mr. Strack. As long as he could pass that physical test. But the 
railroads have different rules. Some of the roads now force them out 
at 65, whether they like it or not. There are other roads that allow 
them to stay at 70, Most of the western railroads have regulations 
by which they force executives to go out at 70 years of age. 

Mr. Scorr. I was interested in Mr. Chenoweth’s reference to the 
possibility of an across-the-board increase. I have also been inter- 
ested in the fact that virtually everyone seems to feel that some im- 
provement in the condition of the retired railroad worker or his 
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dependents is essential at this time. Something has to be done. 
Now among these several possibilities vou mentioned was that of 
subsidy. Are you recommending a subsidy as your first choice? 

Mr. Srack. I am just merely giving that as a thought to the 
Congress to get consideration by the committee when they take this 
matter under consideration. 

Mr. Scorr. Do vou not agree that if we should proceed by the 
subsidy route, that that would also be accompanied by the same dis- 
advantage which you mentioned, an increase in the so-called hidden 
taxes which would cause inflation in the currency and an increase in 
the cost of living? Is it not a fact that the more we rely on the sub- 
sidy principle the more we raise the cost of living for everybody? 

Mr. Srack. That is right. 

Mr. Scorr. So something other than a subsidy might perhaps be 
better if we could work it out? 

Mr. Srack. That is right. 

Mr. Scorr. Thank you. 

Mr. Priest. I would also like to make it a matter of record at 
this point in connection with this proposal for retirement at 60 vears, 
that | feel very much as the gentleman from Pennsylvania has ex- 
pressed it. I do not wish to get into the field of subsidy, nor do | 
wish in anv manner to endanger the financial soundness of the fund. 
| want that clear, because it has been suggested that if this reduction 
in retirement age were made, the soundness of the fund would be 
impaired. 

When I introduced the bill it was to bring the matter before the 
committee for study and to get a report on whether it could be done 
without endangering the fund, in which case I would favor doing it. 
| want my own position clear on that point as the author of that 
particular bill. 

Mr. O’Hara. Mr. Stack, do you feel that there is considerable 
feeling that there should be compulsory retirement at 30 or 35 vears 
of service? 

Mr. Srack. No, I do not. 

Mr. O'Hara. You would not recommend that there be compulsory 
retirement? 

Mr. Srack. Not as far as general railroad employees are con- 
cerned. Now in connection with the operation it may not be prac- 
tical to put it over, either, but that is where we run into the hazard 
to the riding public, in the operation of trains. That is a matter 
that should be worked out, I believe, with the brotherhoods. We 
would be discriminating against a certain class of employees. 

Mr. O'Hara. Each system has an actual relationship with the 
brotherhoods on the subject of retirement which is agreed upon 
between the employees and the employers in those cases; is that not 
correct? 

Mr. Stack. That is correct. 

Mr. O'Hara. But of course they all would be covered by whatever 
retirement age and longevity of service is contained in the present 
Railroad Retirement Act? 

Mr. Stack. That is right. 

Mr. Wotverton. Mr. Chairman, I only wish to observe that the 
statement which has been made by the witness is valuable in my 
estimation from the standpoint that it points up very succinetly the 
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necessity that exists for some remedial legislation. The witness, as | 
take it, has not laid down any hard and fast rule but merely is bringing 
to the attention of the committee the necessities that exist under the 
present conditions, leaving the methods to the judgment of the com- 
mittee. 

Mr. Stack. Thank you, Mr. Wolverton. 

Mr. Hause. Mr. Stack, your original statement, I take it, was 
prepared with reference to H. R. 3755? 

Mr. Srack. No. We are not interested in that bill. Our bill was 
in before that bill. We are interested in H. R. 166. The brotherhood 
however, came in sometime later with a bill that covers practically) 
the same points. 

Mr. Harter. What is vour attitude toward H. R. 37557 

Mr. Srack. We think if you reduce the amount to 16%, that is 
really a very small increase. It is not an increase there that will 
help the railroad employees an awful lot, especially men who are 
getting possibly $60 a month. Even if you take the average and 
apply the other operating brotherhoods’ bill, H. R. 3669, you would 
only increase the average from $84 to $95. I believe that is adding 
insult to injury when you offer an increase of that type. 

Mr. Hare. In other words, you think that H. R. 3755 does not 
provide adequate benefits? 

Mr. Srack. As it was presented it does, but not as amended. 

Mr. Hare. I do not know what you mean ‘as amended.” It has 
not been amended. 

Mr. Srack. The operating brotherhoods have recommended that 
the increase be cut down to 16% instead of 25 percent. 

Mr. Have. You have expressed your opposition to H. R. 3669 
which is the bill introduced by the nonoperating brotherhoods? 

Mr. Stack. That is right. Now I might say in connection with 
that H. R. 3669 that I have a communication here from St. Louis, 
Mo. I understand that is the home of Mr. Leighty, one of the men 
who brought this bill up here, and there is a petition sent to the three 
Congressmen from Missouri and the two Senators and a copy to 
Senator Murray, signed by 3,000 railroad employees in the Missour! 
Pacifie offices in St. Louis protesting that bill. Now it might be a 
good idea for Mr. Leighty over there to at least get in step with 
the railroad employees in his home town. 

Mr. Hate. Do you favor H. R. 2313 which is shown on exhibit A? 

Mr. Stack. Yes. 

Mr. Hate. You are also in favor of H. R. 166, H. R. 2688, and 
H. R. 2423. 

Mr. Strack. That is right. 

Mr. Hate. Do you think that retirement at 60 should be com- 
pulsory? 

Mr. Strack. No. 

Mr. Hate. You made a point which I thought was a very impres- 
sive and good one that a man who has reached age 72 should not be 
a locomotive engineer driving a train over 100 miles an hour. 

Mr. Stack. That is right. 

Mr. Have. When do you think that retirement should be com- 
pulsory? 

Mr. Stack. Just as I pointed out in that supplementary brief, some 
railroad men are old at 60 and some are young at 70. You have the 
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same thing in your Congress here. We have one employee who 
worked on the Rock Island who was 84 years old, and he was still 
capable of working when he retired. So you cannot really draw a 
line in any partic “ular place, although it is something that should get 
some serious thought. 

Mr. Hate. It may be that the locomotive engineer of whom you 
spoke, who was driving the train, at 72 years of age, was a man in per- 
fect health. He may have been young in spirit. Still it seems to me 
that men of 72 should not a an ing locomotives, no matter how they 
feel or how young they appe: 

Mr. Srack. They pele do not take into consideration the heart 
element. Any of us are likely to pass out like that at any age. 

Mr. Hae. The risk increases as the age goes up, does it not? 

Mr. Stack. That is right. 

Mr. Harris. Mr. Stack, | do appreciate the way vou have pointed 
this matter up to us and, as Mr. Wolverton has said, strongly indicated 
it was the responsibility of the committee to try to work something 
out. I have been somewhat interested, as others, about the proposal 
in H. R. 3669 with reference to the 10-year employees. Have vou 
made a study of that proposal and sufficient analysis to advise the 
committee how many retired employees would be affected by the 10- 
year restriction? 

Mr. Strack. Somewhere about 5,300,000 that are on the rolls today 
out of the over 8,000,000 that are on the retired payrolls. 

Mr. Harris. That was referred to yesterday by Mr. O’Brien. I 
mean people who have already retired. Is it your understanding that 
those who had less than 10 years’ service when they retired would be 
affected? 

Mr. Srack. I could not say what percentage or number. 

Mr. Harris. I understand from the proponents that they would 
not be affected; it would only apply to future retirements. 

Mr. Srack. That is right. 

Mr. Harris. Thank you very much. 

Mr. Beamer. Mr. Stack, I have just one question on a general 
principle. At the bottom of page 5 and at the top of page 6 of your 
statement you seem to indicate that you, or probably the railroad 
workers, question the actions of the Railroad Retirement Board. 1 
think you have stated it is interested in bureaucracy at the expense of 
the employees. Do you feel perhaps some of the agencies have over- 
stepped the authority that was given to them by Congress originally? 

Mr. Srack. That is right. They are supposed to be an adminis- 
trative body, but they have been getting into the legislative field, 
such as cosponsoring, without using their names on certain legislation, 
and saying this is good when it really would cost more than some of 
the bills that we put in. Now you can see that when they want to 
give wives benefits of 50 percent of the man’s pension and still they 
can tell you the fund will not stand 25 percent increase across the 
board. 

Mr. Beamer. I wonder if you have made a study of the other 
agencies with respect to that? 

Mr. Srack. Our research director, Mr. Sands, is coming on after 
me. He has made a complete study of that and other agencies. 

Mr. Bennerr. I have just one question. Mr. Stack, do you feel 
that any increase that is given here ought to apply in the same pro- 
portion to survivors and retired employees? 
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Mr. Srack. That is right. I think there should be no discrimin- 
ation. 

Mr. Beckworrtn. Mr. Stack, on page 4 you mentioned that 90,000 
were eligible for retirement and that only 37,000 applied for pensions 
Do you attribute that almost wholly to the fact that the number that 
would have ordinarily applied perhaps could not get by on the pen 
sions they would have received? 

Mr. Strack. That is right. I pointed out in 1938 many retired 
and that was the year after the act went into effect. That was 
possibly one of the greatest drains that they had on retirement, but 
up here in 1950 we have some 90,000 that are eligible for retiremen| 
that could not take it because they could not afford to retire on these 
small pensions. 

Mr. Beckworrtu. I am interested in the figures you gave about the 
smallness of the survivor benefit payments. A good many of those 
payments are considerably less than the recipients would get who were 
old enough to receive old-age benefits? 

Mr. Strack. That is right. 

Mr. Becxwortn. That leads to this question. If a person is 
getting $20 a mouth as a survivor, at 65 years of age in the jurisdiction 
you know about is that $20 supple mented by old-age- “assistance 
grants if the State pays more than $20 for old-age assistance? 

Mr. Stack. We have a lot of members around Denver, Colorado 
Springs, Peublo, and Trinidad, Col., and in every case in Colorado 
the old-age assistance has exceeded the railroad retirement and still 
under the law of Colorado they cannot get under that Colorado 
Old Age Assistance Act, being railroad employees. 

Mr. Beckworrn. With respect to Denver, Col., I want to ask this 
question again, because I am interested in knowing what the fact is. 
Suppose a person is getting $20 a month from the railroad retirement 
fund and the pension, we will say, would be $45; does the State of 
Colorado give that person $25 to bring him up to what he would be 
receiving if he were receiving old-age assistance? 

Mr. Strack. No, they do not. 

Mr. BECKWORTH. Are they not allowed to do that? 

Mr. Strack. They are not allowed to do that. Anyone who is 
covered by the Railroad Retirement Act is out. 

The CHarrmMan. Thank you, sir. That will conclude the hearing 
for this morning. We will meet tomorrow at 10 o’clock. 

(Thereupon at 12 m., the committee recessed until 10 a. m., Thurs- 
day, May 24, 1951.) 
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THURSDAY, MAY 24, 1951 


House or REPRESENTATIVES, 
CoMMITTEE ON INTERSTATE AND ForerIGN COMMERCE, 
Washington, D. C. 

The committee met, pursuant to adjournment, at 10 a. m., in room 
1334, New House Office Building, Hon. Robert Crosser (chairman) 
presiding. 

The CHarrMan. The committee will be in order. 

Hon. Clement J. Zablocki, of Wisconsin, wishes to present a state- 
ment for the record. 


STATEMENT OF HON. CLEMENT J. ZABLOCKI, A REPRESENTATIVE 
IN CONGRESS FROM THE STATE OF WISCONSIN 


Mr. Zasuockit. Mr. Chairman, in appearing today before your 
committee, | am pleased to join with my distinguished colleagues in 
supporting H. R. 3669, a bill to improve the benefits under the Rail- 
road Retirement Act, because, in my estimation, of all the measures 
on this subject pe mading before your committee, this bill most adequate- 
ly takes into consideration the financial integrity, the actuarial sound- 
ness, and the practicability of the entire railroad retirement system, 
while attempting to adjust the pensions and retirement benefits to the 
realities of the present day. 

| have had an opportunity, within the last few days, to examine 
carefully the testimony given before the Senate Committee on Labor 
and Public Welfare, and the initial presentations made before your 
committee, by various witnesses interested in the amendments to the 
present Railroad Retirement Act. Having analyzed their views, I 
feel that H. R. 3669 offers the most equitable approach to the problems 
now confronting your committee. While Il am fully aware of the 
fact that much thought and a thorough study of all problems involved 
went into the drafting of this legislation, I also understand that its 
supporters represent some 75 percent of the railroad men and women 
primarily affected by the law. 

In its report to the Senate Committee on Labor and Public Welfare, 
the Railroad Retirement Board, a governmental agency which 
administers this act, reported as follows: 

The Board has examined all! the bills introduced in this session of Congress to 
nerease benefits under the Railroad Retirement Act on the basis of the following 
three tests! 

1. The increase in benefits must be in conformity with the high payroll taxes 
paid by railroad employees and their emplovers for the maintenance of the system; 

2. The added benefits must be financed by a method other than increasing tax 
rates; and 
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3. The added benefits and the method of financing them must be such as not to 
affect the financial soundness of the system. 

Of all the bills above mentioned, the bill S. 1347 is the only one which meets al! 
the three tests and makes many other improvements. 

These reconnendations apply equally to S. 1347 and to its com- 
panion bill, H. R. 3669, now before your committee. They should 
merit careful consideration since, from the beginning, legislation 
affecting the Railroad Retirement Act has always been in close har- 
mony with the advice given thereon by the Railroad Retirement 
Board. The fact that the railroad retirement system as it operates 
today is on a sound basis, is a tribute to sound and economic adminis- 
tration on the part of the Board, as well as to the objective approach 
to these matters on the part of the emplovee representatives. 

Mr. Chairman, the city of Milwaukee, part of which I have the 
honor to represent in Congress, is one of the Nation’s largest railroad 
cities. One of our country’s greatest railroads, the Milwaukee Road, 
is named for our city. The benefits under the Railroad Retirement 
Act are, therefore, of immediate concern to thousands of my con- 
stituents. 

For these and many additional reasons, which were so ably pre- 
sented by other witnesses, | share with many of my colleagues a 
hope that your committee will procee| to report H. R. 3669, enabling 
the House to take action in this very important tield. 

The Cuairman. Thank you, Mr. Zablocki. 

Mr. Zasiockt. Thank you, Mr. Chairman. 

The CuarrMan. The next witness this morning is Mr. Walt Sands, 
and 20 minutes has been allotted for him to speak. 


STATEMENT OF WALT SANDS, RESEARCH DIRECTOR, THE 
NATIONAL RAILROAD PENSION FORUM, INC., CHICAGO, ILL. 


Mr. Sannps. Mr. Chairman and gentlemen of the committee, my 
name is Walt Sands. I reside at 1429 East Marquette Road, Chicago, 
Ill. I am research and public-relations director of the Nationa! 
Railroad Pension Forum, Inc., a nonprofit organization chartered 
under the laws of the State of Illinois. I am also editor of Rail 
Pension News, published by the formum. 

For the benefit of the brotherhood leaders, the Rail Labor Execu- 
tives’ Association, and especially the brotherhood weekly newspaper 
Labor, none of my activities have ever been influenced one iota by 
railroad management. 

I have worked over 30 years for the railroads. For the past 23 
vears I have been employed as a freight inspector with the Eastern 
Weighing and Inspection Bureau, in Chicago. My duties, at various 
railroads, keep me in steady contact with white-collar workers, freight 
handlers, vardmen, switchmen, engineers, conductors, shop mechanics, 
and others. The vast majority of us want to know why we pay four 
times more taxes than our neighbor pays for social security, and we 
want to know why we do not receive four times more benefits. 

My testimony, gentlemen, is based upon the premise that this com- 
mittee is qualified to convince me, in crystal-clear language, why we 
pay four times more taxes, and show me where we receive four times 
more benefits, so that I, as editor of Rail Pension News, may tell the 
Nation’s rank and file rail workers in our next edition that we finally 
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now have the answers to the two most important questions, every rail 
worker has never stopped asking since 1937. 

If we rail workers cannot be convinced why we pay four times more 
taxes, and if we cannot be shown where we receive four times more 
benefits, this Congress should integrate the railroad retirement 
system with the social security system, whereby social security would 
provide the basic rate of benefit to rail workers, and the supplementary 
operation of the railroad system would be used to pay (a) added bene- 
fits above those which social security should provide, and (b) benefits 
to workers employed prior to 1937 who would not be covered under 
the social security system, or for service prior to 1937, so that we rail 
workers will receive four times more benefits to justify our payment of 
four times more taxes. 

Because the Government administers both the social security fund 
and the railroad retirement fund on a self-sustaining basis (total cost 
shared by employee and employer), with no Government subsidy ever 
to be required, and further because social security has a broader base 
to absorb the shock of inflation, and further inflation now upsetting 
the present financial structure of the railroad retirement system, which 
prohibits any additional increases in our benefits being actuarily pos- 
sible, without continually raising our tax payments, there can be no 
other counterpart. 

I now ask each of you gentlemen to carefully note and seriously 
consider the glaring discrepancy between social security and railroad 
retirement tax payments and benefits, as shown in the attached ex- 
hibits A to G, inclusive, submitted by Senator Hugh Butler, of 
Nebraska, member of the Senate Finance Committee, at our request, 
to appear in your May 1, 1951, Congressional Record, pages A2510 to 
A2513, inclusive, and also appear in the current Senate hearings at the 
request of Senator Paul Douglas, chairman of the Senate Labor Sub- 
committee, May 3, 1951. Exhibits H and I have since been added in 
the Congressional Record of May 21 on pages A3010 and A3011, again 
submitted by Senator Hugh Butler, member of the Senate Finance 
Committee, as was exhibit J in yesterday’s Congressional Record, 
May 23, on page A3146. 

I shall not explain these exhibits containing valuable suggestions 
helpful to this committee. I shall try to be brief and not repeat my 
testimony before the Senate Labor Subcommittee. 

Mr. Woxverron. Is it your intention, Mr. Sands, to include in 
your statement these several exhibits? 

Mr. Sanps. Yes, sir. 

Mr. Wotverton. Mr. Chairman, I suggest that the witness be per- 
mitted to submit with his statement the exhibits that he has attached 
in his statement. 

The Cuarrman. I think that would be all right. Anything that is 
pertinent to this discussion may go into the record. 

(Exhibits A to J follow:) 
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Social-security versus railroad-retirement tar payments—a comparison 


RAILROAD RETIREMENT 


| Social security tax 


Exuisir A 


rate on $250 max- | 
imum earnings | 
per month or | 
$3,000 per year, 


Railroad retire- 
ment tax rate on 
$300 maximum 
earnings per 
month or $3,600 


Year and total cost eal ee and 
Percent | Amount Percent | Amount 
EE a ee - 4 $30 2% $99 
1938 1 30 2% v9 
1939 ] 30 234 99 
1940 l 30 3 108 
1941... 1 30 3 108 
1942... 1 30 3 108 
1943 1 30 3\% 117 
1944 1 30 3% 117 
1945 1 30 3% 117 
1946 1 30 Blo 126 
1947 ea eeanibecsest 1 30 534 207 
1948 1 30 5% 207 
1949... . - l 30 6 216 
1950 eae : ‘ ss 15 45 6 216 
14 years !___.....- 435 ‘ 1, 044 
PRESENT TAX RATE ON $300 MAXIMUM PER MON 
ee jtiedicwee 1l4 5 6 
1952 ; 1! 5 6% 
1953 : 1! 54 64 
1954 . 2 2 6% 
1955 2 72 6% 
1956... rt ebooks : 2 72 6% 
1957... .. he ° : 2 72 6% 
1958 Ss dae mentale 2 72 6% 5 
1959 : ase ss 2 72 614 225 
1960 s 2% 90 6% 225 
1961 eee 21e 90 6% 22 
1962___. . 2'4 90 6% 225 
1963__. 214 90 614 225 
1064 __ 2\4 90 64 225 
1965 3 108 614 225 
1066 ps 3 108 6% 225 
1967 3 108 6! 29 
1968 3 108 614 22. 
1069 3 108 644 225 
1970 (and after) 314 117 614 225 
20 years? 1, 701 1, 491 
2, 136 6, 435 


34 years ° 


COMPARED WITH S806 


! From 1937 through 1950, 4'> times more. 
>? From 1951 through 1970, 224 times more. 
3 From 1937 through 1970, 3 times more. 


NOTE 
sec. 1400); and subch. B 
from 1937 through 1950, 


railroad retirement 


IAL SECURITY, RAIL 


1500 


sec 


WORKERS 





Times Dollars 

more more 
3. 30 $69 
3. 30 6Y 
3. 30 ay 
3. 60 78 
3. 60 738 
3. 60 78 
3. 90 87 
3.90 87 
3. 90 87 
4. 20 06 
6. 90 77 
6. 90 177 
7. 20 186 
4. 80 171 
4.47 1, 509 


PAID 


Tax rates and maximum earnings used in this exhibit were taken from sul 
- of ch. 9 of the Internal Rev 


AMENDMENTS 





Rail workers paid 


4. 00 162 
4.168 171 
4. 168 171 
3.125 15 
3. 125 153 
3. 125 153 
3.125 153 
3. 125 153 
3. 125 143 
2. 50 135 
2. 50 135 
2.50 135 
2 50 135 
> KO 135 
? Of 117 
2.08 117 
2. OS 117 
2. OS 117 
2.08 17 
1.93 108 
2 4 2, 790 
$ Ol $4, 209 


ch, A 
enue Code ’ 


Percent 
more 

23 
~” 
) 

ip 

ai 

‘a 

" 
si) 

4 


TH OR $,600 PER YEAR 


10S 


108 
10S 


10S 


1fi4 


201 


social securit v 
is amended, 
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Exuisir B 
Social securtiy versus railroad retirement benefits—a comparison 
Social Railroad Rail workers received— 
y security, | retirement, " ‘ 
Year maximum | maximum | pie Dollars ne 
possible possible aa oe a 
1937 () $1, 440 0 $1, 440 0 
1938 (‘) 1, 440 0 1, 440 0 
1939 $1, 020 1, 440 1. 41 420 41.1 
1940 1, 020 1, 440 1.41 420 41.1 
1941 1, 020 1, 440 1. 41 420 41.1 
( 1942 1, 020 1, 440 1.41 420 41.1 
0 1943 1, 020 1, 440 1.41 420 41.1 
) ly44 1, 020 1, 440 1.41 420 41.1 
1945 1, 020 1, 440 1.41 420 41.1 
1946 1, 020 1, 440 1. 41 420 41.1 
1947 1, 020 1, 440 1. 41 420 41.1 
1948 1, 020 21, 5R4 1.55 4 55.1 
1949 1, 020 1, 728 1. 69 TOS 69.4 
1950 31, 280 1, 728 1.35 445 35. 0 
14 years ¢ 12, 500 20, 880 1. 67 8, 380 67.0 
I Times Dollars Percent 
; less less less 
j 1951 1, 800 1, 728 0). 96 72 0 
1952 1, 800 1, 728 o6 72 1.0 
1953 1, 800 1, 728 6 72 4.0 
1954 1, 800 1, 728 06 72 10 
1955 1, 800 1, 728 96 72 0 
1956, 1, 800 1,728 8 72 40 
1957 1, 800 1, 728 96 72 1.0 
1958 1, 800 1, 728 OH 72 10 
1959 1, 800 1,728 06 72 4.0 
1960 1, 800 1, 728 O68 72 0 
1961 1, 800 1, 728 06 72 0 
1962 1, 800 1, 728 06 72 10 
1963 1, 800 1, 728 on 72 40 
od 1, 800 1, 728 O68 72 40 
1 1, 800 1, 728 oF 72 0 
1066 1, 800 1, 728 6 72 10 
1 years § 28, 800 27, 648 a6 1, 152 4.4) 
Times Dollars Percent 
more more more 
1un7 1, 800 2.016 1,12 216 12.0 
1s 1, 800 2, 016 1.12 216 12.0 
1089 1, 800 2,016 1.12 216 12.0 
1070 1, 800 2, 016 1,12 216 12.0 
4 years 6 7, 200 8, O04 1.12 Sé4 12.0 
34 years’ $8, 500 56, 592 1.16 8, 002 16.6 


No benefits until 1939. 
2) percent increase, July 1, 1948, before, $720; after, $864; total $1,584. 
7Hle percent increase, Sept. 1, 1950, before, $680; after, $600; total $1,280 


‘ From 

From 
§ From 
’ From 


NOTE 


COMPARED WITH SOCIAL SECURITY, RAIL WORFERS RECEIVED 


1937 through 1950, 24 more. 
1951 through 1966, 4 percent less 
1967 through 1970, 44 more. 
1937 through 1970, 14 more 


Maximum benefits used in this exhibit were taken from the Social Security Act and the Rail 


road Retirement Act, both as amended, from 1937 through 1950. 


85601 —51--—2: 
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Exuipir C 


' ) Te ; 
Social security versus railroad retirement monthly benefits a comparison 


I) pendent child >) & 51 x 
Potal 1. 2 t { 
M nul ‘ ’ 
Aver etirement t fit 
For old as 26.0) 1s 82 


Wive 13.0 24 


Husband and wif 0 . 
Dependent cl 1 ) 4 
Potal 52. iM 8. 60 % 
Maximum survivor benefits possibl 
Aged widows 1.2 1.38 ; 
Widows wi ehil 1 1.2 13s } 
Children 29 & s 2 
otal 57.00 102. 7¢ os 
Maximun 85.00 150.00 109 
Parents 2»? 80) 51. 38 ) 
Average survivor benefits 7 
Aged widows >), 62 6. 58 20 
Widows with children 20, 83 4. 50 2 
Children 13. 03 27. 82 ! 
Parents 13. 64 36. 71 16. 6S 
Maximum lump-sum death benefit 273. i) 205. 50 137 
Credit for military vice performed (World War II None 160.00 lf 
Disability-insurance benefits Nom None 
Amount a beneficiary may earn in covered employment wit! 
out loss of benefits 14.00 w.00 2 
Old-age retirement benefits to a husband Nome N 
Survivor benefits 
lo a widower None \ 
lo the widow, and every former wife divorced, of the in 
dividual None \ 
Retirement wage credits after age 65 ‘ ‘ N 
Maximum monthly retirement annuity awarded at age 65 
After 5 vears of coverage 42. 00 65. 80 24 
After l!o years of coverage 40. 80 ) 


75 percent of the primary insurance amount for first child and pa 
? Occupational and total disability 

Effective Sept. 1, 1950 
‘ Wages count toward benefits regardless of the worker’s 
5 $80 (after Jan. 1, 1951 and not before June 30, 1952 


NOTE Ber 


rents 
( 


‘fits used in this exhibit were taken from the Social Security Bulletin (December 1950 a 





February 1951), and the Railroad Retirement Board Monthly Review (March 1951 
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xX HIBIT 


Dependents’ benefits are more important 


AMENDMENTS 


1) 


than retirement benefits. 


sO 


349 


lone 


as a man is still alive, he may be able to continue working and support his family, 


or if he has been successful he may hay 


e bee 


n able to accumulate 


something te 


help him out when he retires 





cases where the 


' 


benefits are primarily 


irite 


nded 1 


Dependents’ 
vrreadwinner dies relatively 


voung and there 


take care of 
sme provision to take care of 


\, ' eeu ? rersus re Ond-re rement mon 
Max im sury t ils pos 
\ 1 widow 
Widow w hildren 
( ldren 
\ “ } 1 child 
Pr 
\ 2 } iren 
Potal 
\\ v and r more childre 1 or re child 
Total (prorated equally 
Maximun 
Parent 
reent of the primary insurance amour first 


his wife and children 


fhiy survi henet —(1 ¢ 
4 
a ‘ 
$34. 2 : _ 
4. at s 
2) wi x 
7.0) » 7t 
4. 2t 1.38 
ee ’ ‘ 
2 0) $20 
i si 
{ 21.2 7. 0 
] - 
} 21. 2 7. i 
| 1.2 4. il 
21 2 > 80 
SUN 10. 00 
SS oo 
22. St) 1. 38 


rit 


ist be 
” 
<40.9 
10.9 
fis 20 
i 
5.61 
- 
1. 28 
100, 28 
- 
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Exuipir E 


Four Times 1’ Percent EQuats 6 PERCENT 


One rail worker pays 6-percent railroad-retirement tax. 
pays 1-percent social-security tax. Therefore, one rail worker pays as mu 
tax as the combined tax of four industrial workers. 


Social security provides four industrial workers and their families with ret in 


One industrial work: 


ment and survivor benefits as compared to railroad-retirement benefits received | 
one rail worker, for whom there are no family benefits until after his death. 


Soctal-security versus railroad-retirement tax rates and monthly benefits, by fiscal yea 
1950-52 


‘Tax rate (percent) 


Cost per month 
Cost per year 


Maximum retirement benefits possible to one worker 


and his family: 
Old age 
Wife 
Husband and wife 
Dependent children 


Total 


Maximum retirement benefits possible to 4 workers and 
their families 


Total 
Maximum survivor benefits possible 
Widow and 3 or more children, or 4 or more children 
of 1 deceased worker 


Maximum survivor benefits possible to 4 families of 4 
deceased workers. 4 


Total 


On $250 maximum earnings per month. 
? On $300 maximum earnings per month 
3 Prorated equally. 
44 widows and 12 or more children, or 16 or more children. 
§ 1951 ($108.32 in 1950; $110.24 in 1952). 





1950 


$3. 75 
45. 00 
January to 


August, 
1950 


$45. 60 
22.80 


63. 40 
116. 60 


85. 00 
85. OO 
85. 00 
85. 0O 


85, 00 


340. OO 


85. OO 


85. 00 
85. OO 
S85. 00 
S5. 00 


340. 00 


Social secur ity 


1951-52 


2116 


$4. 50 
54. 00 


September 
1950 to 
June 1952 


Shs 
34 


102 


3 47. 


150. 


150 
150 
150. 
150 


600. 


50 
25 


9 
00 


00 
00 
00 
00 





July, 1952, 
and after 


S80, 
40. 


120. 


» 30. 


150 


150 
150 
150. 
150 


600. 


150. 


150 
150. 


150 
150. 


600 


00 
00 


00 
00 


00 


00 
00 
OO 
00 


oo 


00 
OO 
00 
00 





2 


tailroa 


retireli 


1950-52 


26 


SIS. 14 


216. Of 


144 


10 8 
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Exurpirt F 


Under the Social Security Act, recently revised, the average monthly earnings 
of a qualified individual is all that is necessary to quickly determine the amount 
of retirement and survivor benefits. 

Under the Railroad Retirement Act, the formulas used appear complicated and 
lifficult to remember. The average rail employee seldom knows the amount of 
his retirement annuity until after receiving his first check. Similarly, his wife 
and/or children, have little or no knowledge of the amount of survivor annuities 
jue them, until after his death. 

Basically, the social security simplified formula (determined by taking 50 per- 
cent of the first $100 of total earnings, and 15 percent of the balance, up to $300 
per month) could be adopted and applied to figuring benefits under the Railroad 
Retirement Act. 

Because the average rail employee today has a vague knowledge of benefits 
jue him and/or his family, the suggested simplified formula could appear on the 
reverse side of employee’s stub (Form BA6) annually received by each rail em- 
ployee, showing total months of service and wages from 1937 to date. This 
could keep him constantly informed as to benefits he and/or his family may 
recelve, 





Sor ial-se¢ Ti rit / versus railroad-re fore nie nt an nuily formulas | comparison hase d on 
$200 ane rage monthly earnings, after 20 years of service 


Social security, 1951 Railroad retirement, 1951 


Retirement annuity formula 
redit for service = = a 
prior to 1937. 








) 2) 
2.4 percent of the first $50 $1. 20 
1.8 percent of the next $100 $1.80 
1.2 percent of the (balance) $50 $. 60 
50 percent of the first $100 $50. 00 Total $3. 60 
15 percent of the (balance) $100 15.00 | Years of service 20 
Old age Primary benefit 65. 00 Annuity - . $72. 00 
Wife or husband 1 32.50 | None. 
Dependent child 2 32.50 | None 
Total . 130.00 | 
Survivor annuity formula 
} 40 percent of the first $75 $30. 00 
10 percent of the (balance) $125 12.50 
Total 42. 50 
Add 1 percent for each year after 
1936 (in which employee was 
paid at least $200) 1542% 
| Gi cace ; ‘ . 6.375 
Basic amount 48. 8S 
Widow 34 $48.75 | 3% 36. 66 
Widower a4 2 48.75 0 0 
Resend af 48.75 | % 24. 44 
First child _ &% 48.75 | 16 _ 24.44 
Other children le 32.50 | le 24.44 


None. Average monthly wages are counted from 1937 to time employee reaches age 65. 

In addition to average mont hly wages from 1937 to time employee reaches age 65, service before 1937 may 

» be counted. Average monthly wages for the years 1924 through 1931 are used for each month of service 
( “yp = Total years of service cannot be more than 30 until after Jan. 1, 1967, when prior service credit 

will be discontinued. 
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Exuipir G 





Do Raitroap Disasiuity INsvuRANCE BENEFITS JusTIFY A Cost or Four Timi i 
More THAN Socian Securiry? 


The total cost of railroad retirement (including disability insurance) 200 perce: 
more (without ineluding disability insurance) 300 percent more than the tota 
cost of all benefits provided under the Social Security Act.! 


Social-security versus ratlroad-retirement be nefit distribution and cost analysis pe 
$100 of carnings—a comparison 


Cost 
™ Jenefit dis 
Railroad retirement, 1951 I a 
“ . tribution 
1 Per $100 
= 
, earnings 
Pensions and retirement annuities $0. 49 <6 x 
Disability annuities 25 » 
Survivor annuiltie 25 Hh 
Administration al 6 
Total 1 Oo 
Social security, 1951 " 
Dollars more paid by rail employees 


Source: P. 6, file FRM-1-1, Feb. 17, 1947, mimeo bulletin issued by Office 
Railroad Retirement Board 


Note. Of each $6 paid by rail employees, $1.50 (total cost of all social security benefits) is allocated 
disability annuities. By comparison to social security, rail employees pa times (200 percent) more t 
for pensions, retirement, and survivor annuities, and 4 times (300 percent) more taxe 


Xt 


s when disability annu 


ties are included 


Exnuipir H 


Under H. R. 3669, 8S. 1347, individuals with less than 10 vears of service unde: 
the Railroad Retirement Act would be transferred to social security. Tax adjust 
ments would be made to reimburse the social security fund as if the individua 
had been working under social security since 1936, on the basis of tax payment: 
assessed by the Social Security Act. Such transfer would take $700 millio: 
from the railroad retirement reserve and at the same time discharge future 
liabilities pertinent thereto 

Under existing law, the individual may collect a retirement annuity from bot! 
social security and railroad retirement. Under the proposed law he could on! 
receive the greater of the two, which in most cases would be pavable under t! 
recently revised Social Security Act. 

Under existing law, the individual may earn any amount, in addition to hi 
railroad retirement annuity, provided he does not return to railroad employ 
ment, or to his last former employer, before his annuity began. Under th 
proposed law, he will now also have to give up his annuity for any month } 
which he earns more than $50 in employment covered by social security. 





‘ 





! No disability insurance benefits provided under social seeu 
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Social security versus railroad retirement based on $300 ave 


353 


NTS 


rage monthly earnings, 


with less than 10 years of service under the Railroad Retirement Act—A com- 
par ron 
t Railroad Social 
retirement | security 
lax payments 
Years of service 
1944 through 1950 (7 years $1, 206. 00 
1951 through June 1952 (114 years ea] 
Benefit 
tet Nv). ta) ss) 
13.8 percent increase 4 4 
rotal 38. 24 
for aged wife 19. 12 iD 
Potal per month 57. 36 120 
Total per vea HSS. 32 1, 440 
lotal 10 year 1 6, 883. 20 14. 400 
His annuity (without wife and/or 13.8 percent increase) $33.60; after 10 years, $4,082. Future liability 
harged from railroad retirement account 
His annuity (without wife) $80; after 10 years, $9,600 
His annuity (with wife) $38.24; after 10 years, $4,588.80. Future liability discharged from railroad 
retirement account 
‘ Future liability discharged from railroad retirement account 
Note.— Residual guaranteed payment would be absorbed and not payable if be lived 2.1 year fter 
retirement 
Exuipir | 
Soctal-security versus railroad-retirement—a comparison to refute statement that 


“rail workers constitute a high-cost seqment of the 
Vr. Lester P. Schoene, counsel, Rail Labor Executives’ 
1951, during Senate hearings on S. 1 


2; 
24 


y 


Serv ice 


Number of 


working populat ton,’ 


made hy 
te! 


lssocialion, on . lpr. 


1951 cost 
f 


tal taxes 
per $100 of Potal tax 


employees facts rane paid 
You Mont earnings 
ears mths 
Railroad retirement 14 Hs * $1, OOS 
i ] 
ial security: Short term or scattered | 12 } | 
os ’ ,. 4 79 1. 1, OOS 
| ol © J 
{to | ratio applied because one rail worker pays as much tax as the combined tax of 4 industrial workers 
fi months 
months 
‘1 month 
NoTe.— 672 individuals covered by social security, each working 1 month, pay total taxes equivalent to 


iil employee working 


continuously for 14 years 
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Exursir J 
How Many Rart Workers Live 1,000 Years Arrer AGE 65? 


(One rail worker pays 6 percent railroad-retirement tax. One industrial worke: 
pays 1% percent social-security tax. Therefore, one rail worker pays as much 
tax as the combined tax of four industrial workers. 

Social-security provides four industrial workers and their families with retire 
ment and survivor benefits as compared to railroad-retirement benefits received 
by one rail worker, for whom there are no family benefits until after his death 

One rail worker retiring after 30 vears of service, would have to live another 
50 vears, after age 65, to collect $86,400 paid by social security to four industria! 
workers and their wives. 


Social-security versus ratlroad-retirement tax payments and benefits based on $30 
average monthly earnings— a comparison 


AFTER 30 YEARS OF SERVICE 


i Social security 
| Railroad re- ocial S€ t} 
Years 1920 to 1950 | tirement, 1 | noe 
= lemployee | (') | 4employees 


Maximum tax payments 


Total taxes paid 1937-50 $1, 944 2 $435 x4 $1, 74 


Dollars more paid by rail worker $1, 509 
Times more paid by rail worker __- | 46 


PSG ee Pes See ee 


Maximum benefits 


Credit al- 





lowed for No credit allowed for service prior 
| service prior to 1937 
| to 1937 
Old age, per month | $144 $68. 50 | x4 | $274 
Lo for aged wife | 0 34. 25 | x4 | ! 
| ae 
Total per month | 144 4 4] 
Per year._______- 1, 728 1, 23: «4 4,93 
5 years | 38 640 6, 165. 00 x4 24, 6 
10 years cts es 417, 280 12, 330. 00 x4 49, 32% 
15 years 3 § 25, 920 18, 495. 00 x4 73, OS 
ee ee ee : “ ae 686,400 |__ cen 





14to 1 ratio applied because 1 rail employee pays as much tax as the combined tax of 4 industrial workers. 
3 Based on $250 per month earnings. 

2 At age 70. 

4 At age 75. 

5 At age 80, 

6 At age 115. 








RAILROAD RETIREMENT AMENDMENTS 355 


One rail worker retiring after 1% years of service, would have to live another 
250 years, after age 65, to collect $21,600 paid by social security to one industrial 
worker and his wife; and he would have to live another 1,000 vears, after age 65, 
to collect $86,400 paid to four industrial workers and their wives. 


AFTER 13s YEARS OF SERVICE 


Railroad re- 


Social security 
tirement ial security 


Years 1951 through June 1952 1951 1952 1951-52 
1 employee 1 employee a i employees 


Prax payments 


iX rate (percent) Hh 614 1! x4 6 

( t per month $18.00 $18.75 $4.0 <4 S18 
ost per year 216. 00 54.00 «4 216 
er vear 112. 50 27. 00 x4 108 
lotal cost $328. 50 81.00 x4 p24 


Benefits 


Old age per month $7. 20 $20. 00 <4 $320 
for aged wife 0 40. 00 <4 160 
Total per month 7. 20 120. 00 rT 180 
Per year 86. 40 1, 440. 00 4 5, 760 
\ wears $52. 00 7, 200. 00 x4 28, S00 
10 vears + 864. 00 14, 400. 00 rl 57, 600 
15 years 5 1, 296. 00 21, 600. 00 <4 86, 400 
50 ve ws 6 4. 320.00 
344 years 7, 200. 00 
100 years *S, O40. 00 
16624 years * 14, 400. 00 
20 years 10 17, 280. 00 
250 years ?1, 600. 00 
1,000 vears 12 86, 400. 00 


At age 70 
‘At age 75 

At age SO. 

At age 115 

At age 148.3 

At age 165 

At age 251.68 

At age 265 

At age 315 

At age 1,065 


Mr. Sanps. Exhibit A shows the over-all picture of our maximum 
retirement, tax payments as compared to social security. 

During the past 14 vears we paid four and a half times more than 
social security. From 1937, since the act began until 1970, a total of 
34 vears, rail workers by comparison will have paid three times more. 

Exhibit B: On maximum benefits possible by comparison, from 1937 
through 1950 we received two-thirds more than social security. 
From 1937 through 1970 we will have received one-sixth more. 

Exhibit C: Under social security in 1951 the maximum possible for 
old age is $68.50 plus (one-half) $34.25 to an age 65 spouse, or a total 
for husband and wife of $102.75. 

If they have one dependent child, they may also receive $51.38, or 
a net total of $154.13; and the maximum being $150 instead of the 
$154.13 total; we may compare $150 payable by social security as 
against Our maximum retirement annuity of $144 to a rail worker 
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with no benefits to his family until he dies. We receive $6 less than 
the total possible under social security, while we pay four times more 
taxes. 

As to average retirement annuities that is a fair comparison because 
there are more people receiving average annuities than maximum 
annuities. The average social security annuity prior to the September 
1, 1950, revised amendments amounted to $26. That amount today 
has jumped to $48.30 plus (one-half) $24.15 to an age 65 spouse, or 
a total of $72.45. Again, if they have one dependent child, they may 
receive $96.60 as against our $82.73 total, or $13.87 more than received 
by the rail worker who pays four times more taxes. 

Exhibit D: Widows are very important survivors because when the 
breadwinner dies, these amounts have much more value to the man’s 
family. Social security pays an aged widow $51.38 maximum 
against $40.97 payable under railroad retirement. Our widow receives 
$10.41 less than the widow of the man covered by social security, 
while we pay four times more taxes. 

I would now like to briefly sum up exhibit E. One rail worker pays 
6 percent railroad retirement tax. One industrial worker pays 1} 
percent social security tax. Therefore, one rail worker pays as much 
tax as the combined tax of four industrial workers. 

Social security provides four industrial workers and their families 
with retirement and survivor benefits as compared to railroad retire- 
ment benefits received by one rail worker for whom there are no family 
benefits until after his death. 

When we look at this exhibit, gentlemen, vou will find that it is 
possible for four industrial workers and their families today to receive 
a total of $600 as against our $144. In other words, four industrial 
workers and their families may receive a total of $150 each, or $600, 
as compared to one rail worker's retirement maximum annuity of 
$144, with no family benefits provided while the rail worker is alive. 

And by comparison on survivor benefits, again $600 may be paid 
to four families of four workers covered by social security as against 
$109.28, the maximum survivor benefit payable to the family of one 
rail worker. In other words, their benefits amount to $600 as compared 
to our $109.28 for the same amount of taxes paid into the railroad 
retirement fund or into the social security fund. 

With respect to exhibit F, [ would say that the average rail worker 
does not know the amount of his retirement annuity until he retires 
and receives his first check. The social-security law enacted last 
vear simplified their formula by taking 50 percent of the first $100, 
which equals $50, and 15 percent of the balance up to $300 per month 
average earnings, and that total gives you the primary benefit, that 
is how fast the amount may be determined, Mr. Chairman. 

All other benefits to the family are easily determined therefrom, 
by taking either one-half or three-fourths of the primary benefit. 
That in substance is a quick explanation of the simplicity of the 
formula used by social security as compared to the very complicated 
formulas used under railroad retirement, and to save time I will not 
go into the percentages, and so forth, on that. 

The CuarrMan. Mr. Sands, I note by the clock that you are past 
the time allowed you. I will allow you to have 3 minutes more. 
There are several other men who would like to be heard, but have 
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agreed to put their statements in the record in order to expedite the 
hearings. 

Mr. Wotverton. Mr. Chairman, the witness has only three ex- 
hibits left. I think he should be permitted to cover those exhibits. 
It is helpful to the committee to understand the figures that have been 
submitted by the witness. 

Mr. Sanps. Thank you, Mr. Wolverton. 

With respect to exhibit G, the only major benefit I could find 
that we have but social security does not have is our protection of 
disability insurance benefits. 1 was wondering if the theory has been 
expounded that the reason our tax is higher is because we do receive 
disability insurance protection. When I take a breakdown of the 
benefit distribution, the allocation of our tax dollar, I find that 49 
cents of each dollar is allocated to pensions and retirement annuities, 
25 cents for disability annuities, 25 cents for survivor annuities, and 
| cent for administration, to total $1. 

Now, when vou take these amounts per $100 of earnings, we pay 
6} percent or $6 per $100 of earnings, therefore, 6 times 25 cents of each 
tax dollar equals $1.50 and $1.50 is the total cost per $100 of earnings 
for all benefits under social security. 

So, in addition to paying for our own disability protection, according 
to this breakdown by the Railroad Retirement Board—and I do 
show the reference—-we pay not only for our own disability protection 
but in addition three times more than the total cost of all social-sec urity 
benefits. 

With respect to exhibit H, under H. R. 3669 and S. 1347, individuals 
with less than 10 vears of service under the Railroad Retirement Act 
would be transferred to social security. Tax adjustments would be 
made to reimburse the social-security fund on the basis of tax pay- 
ments assessed by the Social Security Act, had the individual been in 
employment covered by social security since 1936. Such transfer 
would take $700 million from the railroad retirement reserve and at 
the same time discharge future liabilities pertinent thereto. 

Under existing law, the individual may collect a retirement annuity 
from both social security and railroad retirement. Under the pro- 
posed law he could only receive the greater of the two, which in most 
cases would be pavable under the recently revised Social Security Act. 

You will notice in exhibit H, the rail worker again pays much more 
than the man under social security. The man ‘under social sec urity 
collecting benefits after 10 vears would receive much more under the 
revised Social Security Act than the man under the Railroad Retire- 
ment Act would receive. After 10 vears the man under the Railroad 
Retirement Act would receive $6,883.20 as against $14,400 received 
by the man covered by social security. 

The man covered by social security pays four times less taxes than 
we do. Therefore 4 times $14,400 equals $57,600 four people may 
receive for a total so-called investment, which word was used during 
many of these hearings, of $324. I am trying to show where they 
receive much more than we get while we pay four times more taxes. 

With respect to exhibit I, briefly, one rail workers working 14 vears, 
a total of 168 months, on the basis of $6 per $100 of earnings, would 
pay total taxes of $1,008. By comparison, 672 workers with short- 
term or scattered service under social security, working 1 month 
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each—a total of 672 months—would pay 672 times $1.50 (per $100 of 
earnings) or the same amount, $1,008. 

With respect to exhibit J, ‘‘ How many rail workers live 1,000 years 
after age 65?” one rail worker retiring after 30 vears of service would 
have to live another 50 years after age 65 to collect $86,400 paid by 
social security to four industrial workers and their wives. 

You will note in the first comparison I have used 30 vears of service 
to show that since the act began the most any rail worker could have 
paid in was $1,944 as against $435, the most anv worker covered by 
social security could pay. Four times that social-security amount 
equals $1,740, because we pay four times more taxes. Therefore, the 
total paid by four emplovees is $204 less than we paid, because we 
paid four and a half times more taxes. 

At the end of 15 years the rail worker collecting the maximum 
annuity, if he lived to be 80—1 have shown in-between amounts to be 
fair and not stretch this to emphasize the giant totals these things 
may turn into at the end of the first 15 vears—would receive $25,920 
at age SO as compared to $73,980 during the same 15 vears received 
by four employees paying into the social-security fund. 

Now after 1}; vears of service under the recently revised Social 
Security Act, one rail worker retiring after 1's vears of service would 
have to live another 250 years after age 65 to collect $21,600 paid by 
social security (in 15 vears) to one industrial worker and his wife, and 
he would have to live another 1,000 vears after age 65 to collect 
$86,400 paid by social security (in 15 vears) to four industrial workers 
and their wives. 

It is also interesting to note in exhibit J, that credit is allowed for 
service prior to 1937 to the rail worker and no credit is allowed for 
service prior to 1937 to the worker covered by social security. This 
has very little difference in significance for the simple reason that the 
social-security amounts are so weighted as to allow for service that 
was neither performed, nor contributions made thereunder, during 
their entire lifetime. 

That completes my statement. I thank you. 

(A statement submitted for the record follows: ) 


FURTHER STATEMENT OF WaLT Sanpbs, RESEARCH DrirREcTOR, THE NATIONAL 
RAILROAD PeNsION Fore, INec., Cureaco, ILL. 


Hon. Robert A. Crosser, chairman: Mr. Chairman and gentlemen of the com- 
mittee, when | testified here this etnies, I was astonished to jearn that tactics, of 
a football cheering-section variety, were being psychologically used by certain 
me mbe rs of the Railroad Retirement ” Board, to influence passage of H. R. 3669, 
or e ‘se ° 

When any witness opposed certain defects in H. R. 3669 (of which there are 
many), the atmosphere reeked of deep consternation and far-flung moral turpitude. 
Is this un-American technique being applied to hoodwink our Congress, our rail 
labor leaders, and our Nation’s rail workers? 

I sincerely call this fact to your attention, Mr. Chairman, because the Nation’s 
rail workers, who have known and respected your ability throughout the years, 
since our Retirement Act first became law, must now depend and rely upon you, 
the “‘Daddy of our retirement system,” to protect our American way of life. To 
preserve our right to speak up and be fully and completely heard. That right is 
sacred, inviolate, and guaranteed under the Constitution. The blood of our sons 
has drenched battlefields the world over, millions have sacrificed their lives, our 
treasure has been lavished contributed, to preserve that right, to be fully and com- 
pletely heard, neither in effigy nor burlesque, of going through certain motions 
without consequence. 
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Do certain members of the Railroad Retirement Board expect anyone to believe 
that they, lock, stock and barrel, own our railroad retirement system? That no 
one, especially a rail worker, or any one, other than themselves, could possibly 
have a constructive idea to improve our law? Yesterday, Mr. Thomas G. Stack, 
president of our forum, very capably covered the fact that no bill is ever actuarily 
feasible, unless sponsored by the Railroad Retirement Board, and he testified that 
further bureaucracy is always included when such bills are sponsored. 

In addition to able assistance of our rail labor leaders to make our retirement 
system the very best possible, [ ask this Congress to also include with full recogni- 
tion and 100 percent consideration thereof, any and all constructive suggestions 
submitted by rail workers (other than those represented by the rail brotherhood), 
whether he be Mr. Clarence B. Carter, secretary of the Railroad Pension Con- 
ference, or Mr. Thomas G. Stack, president of the National Railroad Pension 
Forum, or others. 

If a certain Mr. Cosgrove, had not been in Minneapolis, Minn., soliciting $5 
from rail workers’ widows, instead of appearing before this Congress during both 
the House and Senate hearings to prove what he advertises (additional increased 
benefits for rail workers’ widows), he also, if he had testified, might have had some 
suggestions worthy of merit. 

I ask this Congress to pay tribute to Mr. Herbert A. Haas (now deceased), of 
Brookivn, N. Y., who appeared before this committee June 2, 1948, and testified 
during the hearing on H. R. 6766 in effect “that rail employees with less than 5 
years of service be transferred to social security.” 

Although Mr. Haas’ suggestion wes not considered at that time, it is worthy 
of note to reminc vou distinguished Members of Congress thet 3 years later, 
during these very bearings—the Railroad Retirement Board is now recommenc ing 
to vou, that Mr. Haas’ suggestion be enacted into law, on the basis “that rail 
employees with less than 10 vears of service be transferred to social securit v.”’ 

I also remind this Congress, that Mr. Haas (p. 41, Hearings on H. R. 6766 
was “ushered out of the (PRR) service without fair trial or investigation of facts 
because of the complaints of the officiels of the Brotherhood of Reilws + Clerks, 
because of his activities es cheirmen of the committee for low cost retirement 
benefits, to help his fellow workers.”’ 

Similarly, Mr. Stack. was “‘suspended” by the same brotherhood after 25 
vears’ union membership, for the same reason. And all of our forum officials 
were likewise suspended, those who belonged to the same brotherhood. No 
other brotherhood took such disciplinary action. 

These unsavory facts now explain why I stated this morning (when vou allotted 
me 20 minutes to testify) that it wes “impossible for me to properly present my 
testimony within 20 minutes.”’ I now ask this committee to carefully note and 
seriously consider further amplification of mv testimony. 

Although Mr. James M. Soubv, general solicitor of the Association of American 
Railroads, testified that ‘the railroad retirement system is more liberal in the 
case of retirement annuities.’’ and he states (p. 84137-12) in his testimony: 
“After 20 veers of service, with actual monthly earnings of $300 or more, the 
annuity under the Railroad Retirement Act would be 71 pereent higher than 
under the Social Security Act, or $96. es compared with $56,” I note that he 
forgot to mention the faet that rail workers from 1951 through 1970 (20 vears) 
will pay 2'5 times more taxes than those covered by social security—which did 
not appear in his exhibit 1. 

I also note, that Mr. Souby did not show in his exhibit 1, that it is possible for 
four emplovees covered by social security to receive 4 times $56, or @ total of 
$224 as compared to one rail worker receiving $96. This might have been shown 
beepuse one rail worker pavs es much tax as the combined tax of four industrial 
workers, 

It is likewise possible for four emplovees covered by socie] security to receive 
{ times S80, or a total of $820 »s compared to one reil worker receiving $206, 
after 43 veers of service. On this besis. as shown in Mr. Soubv’s exhibit 1, one 
rail worker receives $114 less then his four neighbors covered by social securit v. 

Ir. Sounbv also mentions “The railroad retirement svstem provides two types 
of benefits which have no counterpart in the social security system. These ere 
disabilitv ennuities and the tax refund.” 

My exhibit G, es I stated this morning, proves thet we reil workers pay three 
times more than the total cost of all benefits provided uncer social security, in 
addition to paving for our Cisabilitv protection. 

As to the “tax refund” or residue] guaranteed return of all taxes paid in by a 
rail worker, a quick glance at my exhibit J, will again prove that whether the rail 
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worker had |!» vears of service, and even if he had 30 vears of service ; the benefits 
paid to four industrial workers would more than offset any emount possible 
that could ever be collected, in the amount of taxes paid in by any one rail worker 

My exhibit A shows maximum taxes paid by one reil worker, from 1937 throug! 
1970 (34 vears)—total $4,299, as compared to $4,932 maximum benefits paid t 
four industrial workers (per vear) as shown in my exhibit J. 

The “tax refund” therefore, to one rail worker who peid taxes for 34 veers 
would amount to $633 less than his four neighbors receive in 1 year, paid }) 
socie] security. 

Mv exhibit A shows maximum taxes paid by one rail worker from 1937 unt 
the vear 2013 (94 veers)—total $19,908, as compsred to $21,600 maximun 
benefits paid (in 15 vears) to one industrial worker. shown in my exhibit J. 1 
brief, the “tax refund” payeble to one reil worker, would amount to $1,692 k 
that his one neighbor receives uncer social securityv. Or. one rail worker woul 
have to live 1,000 vears after retirement at age 65, and die et the ege of 
1,065 to receive $86,400 pavable to four industrial workers by social security 

By comparison, the “‘tax refund” has no significance. 

In 1918 (a war veer) there were 2,000,000 emplovees on the Nation’s railroacs 
In 1926 (not a war year), there were 1,800,000 employees. In 1946 (the Nation 
has been at war since 1940-41) there were 1,326,000 emplovees. This gradua 
decreese in the next 10 or 15 vears will be greativ accelerated, mostly becsusé 
of Dieselization. Three thousand five hundred shopmen were cut off bv the 
Pennsylvania Reilroad in Altoona, Pa., today. Where will 3,500 less contributor: 
to the reilroad retirement fund find another job? And bow will our retirment fund 
remaind actuerily sound, when 30 vears after 1918, we find 674,000, over twe 
thires of a million less employees on the payroll? And as time goes on, thi 
payroll will bave less and less employees, due to competitive forms of tre: 
portation, such as airlines, trucks, busses. 

If Congress could insert an escalator clause tied to a cost-of-living ineex in 
combined sociel security and reilroad retirement integretion svstem, eny further 
hearings by Congress on reilroad retirement ljegislation would be unnecessar 
This suggestion, should be most welcome bv the Congress and an answer t: 
eliminate t! 

It is interesting to note that the Reilroed Retirement 
social security for e Cumping ground to ebsorb rail workers with less the 
vears of service. while on the other hand the same Reilroad Retirement Boe 
shrieks to the heavens, when anvone even mildly su 


e endless meil Congress receives on this subject 


Boerd is anxious to use 





rgests that both svstems he 
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Mr. Wilbur J. Cohen. technical adviser to the Commissioner for Social Securi 


on May 14, 1951] ‘stied before the Senate Labor Subcommittee. Speal 
on social security, he said: 

af | ¢ th prior to 1950 freezes went on eontinus Vv ther might not he sufficier 
income from the contributors to support the svstem, and, therefore, it might 
necessary for the Government, ont of general revenues, to pav the differenti: 
And so there was put into the ect bv the Second Revenue Act of 1943, the so-cal! 
Vandenberg--urray amendment, which reeognized the financial liability of 


Federal Government to make up any deficit thet might acerue to the system 
the result of continued freezings of the tay 

“Then, in the course of the ensuing vears, wl 
tually limited to 2 percent cact 


ile the tax was frozen, and ev 


1, on both parties, or a tote] of 4 pereent, as the resuit 








of the increasing weges whi occurred during the war the cost of the insurane 
system automaticelly dropped measured as 2 percentage of payroll, because of tl 
increasing wages: so that bv 1949 or 1950 the level! premium cost of the insurane 


system had dropped to about 4 pereent of pavrol 


To break the quete—in 1947, social sveurity 
Taxes collected $1. 30° 090. 000 
Benefits paid 590. 000. 000 
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herefore, insteed of the svstem having a deficit, time aud economic event- 
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security system. but at the same time, again put the svstem as it is now, according 
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to law, on a self-supporting basis without a Government subsidy, So that today, 
the Social Security Act, as amended by the amendments of 1950, is a completels 
self-supporting system, with contributions from employers and emplovees, which 
are eventually to reach 3% pereent cach in 1970 and thereafter, which are esti- 
mated, based upon the actuarial calculations made during 1949 and 1950, to be 
sufficient in perpetuity (which means forever) to pay the entire costs of the benefits 
and the administration of the program without any Government subsidy.”’ 

(To break the quote—I have it from good authority, that the present tax rate 
of 146 percent, will never go higher than 1's percent, until the vear 1970, and will 
be frozen.) 

“The present reserve is approximately S814 billion, and, if the basis on which 
Congress passed these 1950 amendments were eventually carried ont, there again 
would be a very substantial reserve.” 

(To break the quote— if rail workers were included, the reserve would be even 
much more substantial.) 

“On the basis of the intermediate cost estimates, that is, approximately half- 
way between the high and the low that are used, the maximum reserve would be 
about $85 billion in 1990, so that we have really made a complete circle in the 
debate and the thinking on the financing of social security in these ensuing 15 
vears. At the present time, then, and for a long time in the future, there will be 
more collected in contributions than is being paid out in benefits, and the differ- 
ential is going into the reserve fund.” 


Railroad retirement and social-security systems “both” allow credit for prior-service 

“Because the very construction of the benefit formula in social security by 
giving a very high weighting to people with low income, recognizes the fact that 
they have been employed for a long period of time there previously and is an 
attempt, through the construction of the benefit formula, to give a past service 
credit to individuals * * * by giving the present benefits to people who have 
not contributed an entire lifetime.” 

(To break the quote, by comparison, so-called credit for railroad prior-service, 
has no significance.) 

Railroad-retirement and social-security systems “integrated” possibility 

“Congress very meterially liberalized the amendments to the Social Security 
\et in 1950. How did it make all of those tremendous amendments, which were 
very significant, without substantially raising the cost of the then svstem? One 
factor, is that the cost had declined just because of the increase in wage. But 
another factor was that by bringing in approximately 10 million peopte, it reduced 
ihe proportion, the cost of the system measured as a percentage of payroll, about 
one-third of 1 percent of payroll 

“There are different wavs of looking at the cost of these systems. You have a 
problem of the chicken or the egg, in many of these programs 

“Inerease in coverage under social security decreases the relative costs. If we 
could include * * * more groups, who are not now included under our pres- 
ent svstem, we could liberalize benefits somewhat more by their inclusion, without 
increasing the level payment costs of our program.” 

To break the quote—if rail workers were included, the cost would be, that 
much more reduced.) 

“The cost of the combined systems and the principles upon which they operate, 
would depend upon the benefit structure. One can develop pension syste ns 
separate from or coordinated with different costs, depending on your level of 
benefits and the principles of coordination that you utilize. One can show that 
in connection with the principles used by the steel workers or the automobile 
workers or any of the others. If vou wish, vou can establish a level and then say, 
‘Work it out within that level.’ There is no preordained method or calculation 
in this type of work.” 

To break the quote. Because there is ‘‘no preordained method or calculation 
in this type of work,” the actuaries of the railroad retirement and social-securits 
systems should get together on this—soon.) 


Railroad-re lire ment and social- CU! ty syst ms “integrated,” provide highe rra [ hene- 


fits at less cost. 
oy” 


Mr. Elmer B. Staats, Assistant Director, Bureau of the Budget, on Mav 22, 
1951, reported to Mr. Robert A. Crosser. 

“Any need to provide higher and more varied benefits for railroad workers 
toward which the bill is pointed should and can be met in a simpler and more 
equitable way, consistent with broad national interests and long-range objectives. 
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Better dollar-for-dollar values can be given by providing coverage for all railroad 
workers under the social-security system, with the railroad-retirement program 
retained to supplement the social-security benefits. This would carry out the 
recommendations of both the President and the Senate Advisory Council on 
Social Security. 

“The railroad workers would get more benefits for less money if social-securit v 
benefits were made available to all railroad workers, with the Railroad Retire- 
ment Board paying the difference between social-security benefits and the present 
railroad-retirement benefits. That is, the workers would get the more advan- 
tageous social-security survivors, protection and, at the same time, the present 6- 
percent railroad-retirement tax rate, paid by the employee, could be lowered to 
a combined social securitv-railroad retirement rate which has been estimated 
roughly at 444 percent. As the social-security rate rises over the vears, the 
combined rate would, of course, rise also, but it would not reach its peak of about 
6 percent until 1970, whereas the railroad-retirement rate is 6 percent now and 
will rise to 644 percent next January. Alternatively, railroad-retirement benefit- 
might be increased with less of a tax decrease. 

‘‘We shall be glad to arrange for elaboration of the points made in this letter 
should your committee so desire.” 

(To break the quote—A coordinated system is possible, and further study i- 
suggested. Because of the complexities involved, until completion of the results 
of such study are determined, a 25-percent increase in al! retirement and survivor 
benefits should be enacted by this Congress as soon as possible to give much 
needed relief to those now on pensions.) 

Because we pay four times more taxes than those covered by social security, 
rail workers do not mind which system or combined system gives us four times 
more benefits. 

My conclusions as stated herein, based upon my observations and analysis of 
all testimony presented during the current Senate and House hearings on pro- 
posed railroad-retirement legislation, would indicate that “‘integration”’ of social 
security, as a basis—with all present benefits retained under our railroad- 
retirement system—is possible at “less’’ cost and/or additional benefits may be 
obtained at our “‘present’’ cost without increasing our tax payments. 


The Cuarrman. I will ask to be inserted in the record at this point 
the statements of Robert B. Byrnes, George W. Witt, Floyd A. Ross, 
Herman G. Wedemeier, and Harry H. Warner. Also I ask to have 
inserted in the record some correspondence from George C. Gifford, 
secretary of the Big Four pension plan. 

(The documents referred to follow: ) 


STATEMENT OF RosBert B. ByrNES 


Mr. Chairman and gentlemen of the committee. my name is Robert B. Byrnes 
and I live at 3 West Franklin Street, Baltimore, Md. I have worked for the Balti- 
more & Ohio Railroad Co. as an assistant engineer for the past 32 vears in the 
general office building at Baltimore and along the line of road. 

Since its organization, 4 vears ago, I have served in my spare time, without pay 
of any kind, as eastern regional vice president of the National Railroad Pension 
Forum, Inc., whose headquarters are in Chicago and whose members work on 
every railroad in the United States. 

Further, since my engineering work takes me all along the tracks of the Baltimore 
& Ohio and into the general offices of most of the railroad companies in the East, 
I have had the unusual opportunity to know a large number of railroad workers. 
Besides that, I am acquainted with hundreds of retired railroaders and have 
listened to many pathetic examples of their experiences, fighting a losing battle 
trying to keep body and soul together, armed only with the meager annuity allowed 
them by the railroad-retirement law in its present form. 

Railroad workers have many friends among the retired annuitants and are 
familiar with the hardships they have to endure. Therefore, they have become 
anxious about their own future, when they shall become too old to work, and they 
want to try to improve the situation. Thousands of rail workers and pensioners 
would like to attend this hearing and tell you in their own words how desperate 
is their plight and how urgently they need relief. Tom Stack has become a 
monumental figure to these men and women on the railroads, as well as to those 
who have retired. They know that he i: a worker, like themselves. that he knows 
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the true state of their existence and that he will appeal to vou Congressmen in 
their names. 

Railroad workers believed tha* the railroad retirement law was written, and 
passed by Congress, to establish a fair retirement svstem beneficial enough to 
provide old-age security. rhey feel that they are paying a high price for what 
they actually get. After retirement they learn, through the sad experience of 
reality, that the heavy premiums they paid bought them only a pittance. In 
many cases their disappointment is great indeed. That is why they seek every 
means of making their distress known to Congress, which alone can bring them 
relief through an amendment to the existing law. That is why they implore the 
forum to bring their urgent need to the attention of Congress. 

The middle-aged and older railroaders have never wanted their law to be anv- 
thing but a retirement measure. Very few that I have listened to are interested 
in the social-insurance features. Foremost in their desire, is a pension income 
that will provide the necessities of life after retirement. Secondly, they want a 
more adequate provision for their wives, if they should become widows. 

There is also a widespread desire for a modification of the act that would per- 
mit a man with 30 or more vears of service to retire at age 60, with full pension, 
such as is now available to women. Of course, it is not known for sure how man, 
men would take advantage of that provision, but many would like to see it writte? 
into the law. 

Since the publication, in the brotherhood newspapers, of the proposed provi- 
sions of bill H. R. 3669, there has been furious resentment among the women em 
plovees, the single men, and many married ones concerning the proposal to give 
the living wife of a retired employee an amount equaling 50 percent of his annuity 
or $50, when she reaches age 65. Such an unexpected provision seems a lon: 
wav from the simple employee pension law that was passed in 1937. 

Another cause of grievous dissatisfaction is the provision to raise the tax base 
from $300 to $400 a month. That would require a $400 a month employee to 
have to pay $26 a month for the privilege of working on the reilroad and make it 
necessary for the railroad company to pay an equal $25 for the same employee. 
The thought of having to contribute $50 a month to buy an inadequate old-ege 
pension made many old-time railroaders see red. 

The third unpopular point in the bill is the so-called $50 work clause, which 
restricts the earnings of a retired emplovee to no more than $50 a month without 
forfeiture of his rnnuity check. Because of the small pension received by a great 
many former railroad workers, they are compelled to find ways to obtein more 
money on which to live. Fortunately, for some, it has been possible for them to 
find jobs that allows them to increase their incomes. Furthermore, a great many 
active men and women who have worked 30 or 40 vears on a railroad find it neces- 
sarv to keep occupied. But, if, after setting these good people adrift with in- 
sufficient means to live on, vou elso Ceprive them of their chences, as free Ameri- 
cans, to seek remunerative employment without suffering the loss of their an- 
nuity, you are treating a fine cless of citizens cruelly indeed. 

Considering the extent of the testimony provided at the heering in the House 
of Representatives and recently in the Senate end in the numerous bills thet have 
been introduced, including H. R. 2423, H. R. 2422, H. R. 2313 and H. R. 3735, | 
am sure that this committee can find a way to raise the annuities 25 percent; pro- 
vide s substantial increase in widow’s pensions and introduce a provision to allow 
men to retire at 60 veers of age, if they so desire, with their full pension. 

When vou modify the present railroad-retirement law to provide these benefits 
Mr. Cheirman, which are so urgently needed, vou will win the eternel gratitude of 
nearly 9 million and a half transportation workers and their families, and T am 
sure they will never forget vour kindness to them. 

Thank vou very much. 


STATEMENT OF GeorGE W. Wirr 


My name is George W. Witt. I reside at 1626 Crittenden Avenue, South Hills, 
Covineton, Ky. I am employed as a timekeeper for the Cincinnati Union 
Terminal Co., Cincinnati, Ohio. Iam 44 vears of age and am now in my twenty- 
ninth year as a railroad worker. 

Under the current railroad-retirement system, I fee!, the cost is too high, the 
administrative cost of the law is wasteful, the benefits are inadequate, it is dis- 
criminatory and is forced upon every railroad worker in America by a socialistic 
compulsory law. 


85691—5 1—-—-24 











364 RAILROAD RETIREMENT AMENDMENTS 


In comparing the benefits derived under the present Railroad Retirement 
\ct as against those derived under social security, they are odious. Under rail- 
road retirement the employee is now taxed 6 percent of his earnings up to $300, 
per month and like sum is paid by the railroads into the retirement fund, a total 
of 12 percent, as against I's percent paid by employees under social security 
and a like sum by the emplover, a total of 3 percent, therefore, the railroad 
employee is paying four times as much for his pension as he would have to pay 
under social security and yet, the benefits received under social security, in many 
instances, are as good or better than those received under railroad retirement. 
Certainly the railroad worker is not receiving four times greater the benefits 
that he could receive under social security. 

The question naturally arises, why was it necessary in 1947 to increase the tax 
from 3's to 53, percent? In 1937 when the Railroad Retirement Act became 
effective, the Retirement Board borrowed $500 million to administer the law 
until the funds collected were adequate to carry the burden. Approximately 
19,000 then retired rail workers were taken over by railroad retirement. They 
did not contribute | cent to the fund. During the ensuing 10 years, the $500 
million borrowed was repaid and a surplus of over $800 million accumulated 
under the lower tax. 

I feel there are many wasteful administrative expenses incurred which are not 
at all necessary. For many years, we at the Cincinnati Union Terminal witnessed 
the visits by a Railroad Retirement Board employee making frequent calls on 
the property ‘“‘just trying to find some railroad employee who was not working 
and who was entitled to a pension.”’ In another instance, a friend of mine whose 
mother was widowed by a railroad pensioner made inquireis about bringing his 
mother to Cincinnati from Paris, Ky., so that her papers could be properly exe- 
cuted by the Cincinnati office of the Retirement Board. This was not permissable 
and the Board sent a represeniative from the Louisville, Ky., office, a distance 
of some 125 miles, plus expenses and time consumed. 

Since the average railroad pension is around $85 per month, this is, as vou can 
see, inadequate. It is an injustice to continue the basic years of 1924 to 1931 in 
computing annuities. Very few employees during this period earned $300 per 
month, consequently, for the thousands who are now averaging that much and 
more per month, none of them can ever hope to receive the maximum pension. 

Widow’s benefits with minor children does not compare with social security 
but the railroad worker is paying four times as much for this protection. 

The railroad employee’s retirement tax has practically doubled during the 
past 3 vears but his benefits have been increased by only 20 percent. The annuity 
lollar of today will only buy about half as much as it would buy during the 
basic vears of 1924 to 1931. 

The Retirement Act is discriminatory since it permits women to retire at the 
age of 60 and men at the age of 65, and vet, the life expectancy of women is 
3 vears greater than that of aman. It is discriminatory too I believe, when both 
railroad-retirement and social-security protection is involved. 

Several railroad employees have approached me regarding compulsory con- 
tribution to railroad retirement. After hearing their argument, I am inclined to 
agree with them. Why force upon a railroad employee or any other employee 
a compulsory retirement tax when he had made arrangements for an old-age 
annuity through an insurance policy before the Railroad Retirement Act was 
ever thought of. It was impossible for many of them to continue the insurance 
since railroad retirement was compulsory. My theory is that no one should 
be forced to buy railroad retirement any more than if his corner druggist or 
grocer forced him to buy something he had no need for. I do not advocate that 
the law should be repealed but certainly it should be made to appeal to the average 
rail worker who would be permitted to ‘‘sign up” on a voluntary basis. 

It does not force one to stretch his imagination to realize that something is 
radically wrong with the present railroad retirement, when certain railroad labor 
leaders use dictatorial powers to suspend its union members for trying to correct 
certain injustices in the law, and then not permit them to argue the facts on the 
floor of the local lodges and before its members. Since 1947 a one-sided propa- 
ganda campaign has been launched by these so-called free American railroad labor 
unions which has silenced many of its members by suspending them. If the 
Railroad Retirement Act cannot stand up and weather a storm of discussion, then 
something is wrong and should be investigated. in 1947 when the Crosser Act 
became effective, [ was told by a railroad brotherhood grand lodge officer that 
their hope was to eventually increase the emplovees tax to 10 percent. 

Now with a $2'> billion surplus in the retirement fund, it is hoped that the 
Members of Congress will see fit to delve into the matter with a fine-toothed 
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comb and help the railroad worker get a fair and equitable pension system. 
If the present surplus will not permit, as some would have you believe, an increase 
in benefits any greater than those proposed thus far, then the railroad worker 
should be included under social security and the present railroad retirement 
system junked. I feel that I am not only paying for my own retirement but my 
taxes are being used to carry some other svstems if some adjustment cannot be 
made in railroad retirement. 


STATEMENT OF FLoyp A. Ross 


My name is Floyd A. Ross. I reside at 407 East Forty-eighth Street, Minne- 
apolis, Minn. I am regional vice president of the Nations! Railroad Pensio: 
Forum, Ine., a nonprofit organization chartered under the lows of Ilinois. 

There are at the moment some thirty-odd bills filed with your committee, each 
purporting to amend in some degree the present Railroad Retirement Act. These 
bills have been introdueed by various Congressmen representing employee groups 
and organizations. This is definite proof that there is much agitation among 
railroad employees for legislation which will remedy inadequate provisions in 
their pension system. 

In July 1948 amendment was made restoring the lump-sum payment and grant- 
ing a 20-percent increase in pensious and annuities, but even with these added 
expenditures the railroad-retirement fund has continued to grow and at the 
present time is in excess of $2 billion, which amount, drawing 3 percent interest 
will increase over $60 million annually. 

With this huge reserve it is obvious that it is not necessary to increase the taxing 
base from the present amount of $300 per month, used in computing pensions 
based on the present formula. 

The formula at present provides for not over 30 years of service if any service 
prior to January 1, 1937, is used. During the period subsequent to January 1, 
1937, there have been peid pensions to thousands of railroad employees who 
have contributed not a dollar to the fund. This has been done willingly by the 
employed rail workers, but consideration should now be civen to workers who 
have been contributing sinee 1936. 

If we are to continue with the present method of computing pensions, then 
consideration should be ;:iven all railroad employees who will have contributed 
to the retirement fund for 15 years before retiring, by allowing credit fer ell 
their vears of service, any vears prior to January 1937 to be based on the 1924-31 
average. Added to this a 25-percent increase in pension and survivor benefits 
as provided in bills H. R. 166 and H. R. 2129 would produce an amount which 
would be more commensurate to the 6 percent of payroll taxes which are now 
being levied. 

There is also to be given consideration, amendment which would provide 
pensions based on 50 percent of the five highest vear average. This would 
eliminate materially the now exceedingly high cost of administration which 
the rail workers must pay. 

There are thousands of men and women railreaders who are workin’ in the 
twilight of their lives and carrying in their breasts the fond hope that relief will be 
afforded them at this time, that they may retire on an adequate pension thet will 
enable them to enjoy their remaining vears before the light is extinguished. 





STATEMENT OF HeRMAN G. WEDEMEIER 


My name is Herman G. Wedemeier. I reside at 1419 Phyllis Avenne, Tonis- 


ville, Ky. [ am presently employed in the auditor of freicht accounts offee of 
the Louisville & Nashville Railroad Co. of this city, where T have been for the 
past 33 vears. For the past several vears I have been active in the National 
Railroad Pension Forum, Ine., whose principles and objectives are fully set forth 
in the statement presented to you by Thomas Stack, president of this organization 

\t present IT hold a position on the advisory committee of this organization 
(without pay) and my only desire in doine so is to assist in obtaining a better 
pension for the railroad worker and his family, 

I call vour attention to the statement of Mr. Stack that our membership is 
purely voluntary and comprises both union and nonunion members. 1 especially 
call vour attention to the fact that 90 percent of our organization are members 
of the various crafts of the brotherhood, 
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For being active in the National Pension Forum I was personally suspended 
by Mr. George M. Harrison, grand national president of the Brotherhood of 
Railway and Steamship Clerks after 15 years of membership, his file 237-192, 
March 3, 1948, th» original of which I have in my file for your reference if desired. 
He states that the Pension Forum is dual and hostile to the Crosser amendments. 
However, I disagree, as do many members of his brotherhood who are continually 
writing Congress to pass bills to improve the payments of the retirement system. 

During the past few years a number of employees in my office were forced to 
retire when they reached the age of 70 and several more are scheduled to go out 
this year. The majority do not accept their pension because the unemployment 
benefits are greater than their annuity, and they accept this amount instead. I 
would like to impress upon you that the benefits obtained through unemployment 
do not cost the employee a penny. The railroads pay one-half of 1 percent into 
this fund and it is unbelieveable that the benefits derived from this fund are 
greater than the one into which we pay 12 percent of our earnings. 

I would also like to suggest that payments into the retirement fund be dis- 
continued when an emplovee reaches the age of 65, because his annuity does not 
increase after this age. Thisis unfair. If he must continue to pay into the fund, 
he should be entitled to draw benefits until the day he retires. A man earning 
$300 per month would pay into the fund a total of $1,080 in the 5 years he remains 
emploved after 65 vears of age. This amount is matched by the railroad, making 
a total of $2,160 from which no one benefits, except the fund itself, which now 
shows a surplus of nearly $3 billion. 

Much has been said about the employment of persons over 65 vears of age and 
an interesting article appeared in Colliers Magazine of January 6, 1951, entitled 
“When You're Old, What Then.” If it is necessary for these oldsters to continue 
to work past 65, then we should discontinue our pension system and allow the 
employee to enjoy his retirement payments for the various necessities of life. 

I have read with amused interest a copy of Mr. Crosser’s bill, H. R. 3669, and 
I do not see how anyone could vote intelligently on this bill, unless he had a 
corrected copy of the orizinal Retirement Act, as amended. It is a mvstery to 
me why a bill that affects so many people should be made so complicated that 
just a few of the more educated can understand it. It appears that such a law 
should be made as simple as possible so that even the low-paid employee could 
understand it. 

I heartily endorse the principles outlined by Mr. Stack and recommend the 
passaze of amendments to allow retirement at age 60 for both men and women, 
also a suitable retirement for the disabled and his familv. Expecially do I recom- 
mend a suitable increase in benefits for the retired man and his wife. 

Thanking vou for the privilege of appearing before you in the interest of the 
railroad worker and his family. 





STATEMENT OF Harry H!. Warner 


Mr. Chairman and gentlemen of the committee, my name is Harry H. Warner. 
! live at Warnerwood, route 3, Savannah, Ga. I am a retired railroad chief clerk 
and also the regional vice president in the Southeast for the National Pension 
Forum, Ine. I wish to especially plead here today for the men and women now 
on pension, emplovees of retirement age not yet pensioned, and those nearing 
retirement age. These are now in need of help because of defects in the retirement 
plan which is far from satisfactory and which compares poorly with other svstems. 

Most of these people are at a Joss when it comes to letter writing: they do not 
know to whom they should write nor what they should say, but they speak to me 
personally and eall me on the telephone because I previously testified on this 
subject when they recall receiving & small increase of 20 percent. In contrast to 
this the expenses of operating the Board has increased 400 percent since 1939. 
Apparently the Board has taken good care of its own members and employees 
while turning a deaf ear to the actual hardships of the very people who pay the bill. 

The mejor complaints are two: The discrimination between men and women 
and the impossibility of existing on the small benefits allowed. As vou know, 
women receive full benefits when retiring at age 60, but men receive only two- 
thirds. Obviously, this is unfair, sinee they both pay the same tax, but this is not 
all. The vast majority of women have no dependents while just the reverse is 
true of the men— they almost always have a wife to support. This vou see, makes 


this provision doubly unfair and inexcusable. 
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As to the hardship on both men and women who are trying to exist on the small 
benefits now payable, I can testify from persona! experience. My wife and I 
could not possibly get by were it not for the fact that we own a small place in the 
country where we can produce vegetables and poultry. T have a service record of 
32 vears, and at the time I retired my tax deduction was 318 a month, vet my 
retirement benefit is oniv $72.28. [I have a friend who in his old age worked 
3 years only under social security and paid a dollar a month tax, but he now 
receives $47 a month, 

On my previous trip to Washington I talked to an old pullman conductor who 
was so feeble he could searcely shuffle through the ear. He told me he would 
gladly retire and putter around in his little workshop in the basement of his home, 
but with the present retirement benefit, he would have to work indefinitely. His 
is & typical case of many. If these people were asking a Government grant, | 
would not come here, but the Government now has a vast so-called reserve fund 
of approximately $3 billion which belongs to these people, but has been ‘‘borrowed” 
by the Treasury and, unless the law is changed, no one of the employees now living 
or their dependents will ever receive 1 cent of benefit from it. 

There is no need to repeat the technical information so ably presented by 
Mr. Stack, president of the Forum, and by other witnesses. Many bills on this 
subject have been submitted. Some of them so inadequate as to deserve no 
consideration at vour hands; some others may be too liberal. Those bills endorsed 
by the Forum have been earefully studied over a jong period and in consultatior 
with the men in the ranks, They will be a tremendous help to those who need 
help and they are reasonable bills and should be passed. 

I thank you. 


Bic Four Pension Pan, 
tianti Highlands, N. J., May 23, 1951. 
Crier CLERK 
Committee on Interstate and Foreign Commerce, 
New House Office Building, 
Washington. D. C. 
Dear Srr: Enclosed you will please find letter and amendment to H. R. 63 


for distribution to members of committee on hearing on Railroad Retiremenu 
Act. 
A member of our executive committee, Mr. J. EF. Whitine, was in Washingtor 


on May 16 but could not get a hearing. He was advised to send a letter which 


could be read and entered in the minutes 
Thanking vou, I remain, 
Yours truly, 
GeEorRGE ©, Grirrorb, Secreta 


Bre Four Pension Puan, 
Atlantic Highlands, N. J., May 22, 1951. 
Congressman Rorert Crosser and MerMBERS OF THE COMMITTEE, 
House Office Building, Washington, D. C 

GENTLEMEN: We represent the wants and needs of ail railroad employees 
coming under the Railroad Retirement Act. We believe these men are entitled 
to every consideration it is possible to give them. We believe it is just and fair 
to grant these men an annuity, which will enable them to keep their homes intact 
and not be separated from their loved ones. 

Under the present set-up of the Railroad Retirement Act and the high cost of 
living, it is impossible for a retired man to exist. The annuities under the Railroad 
Retirement Act have not kept pace with the cost of living. All persons on pen- 
sions are deprived of the necessities of life. Immediate relief is the only solution. 

The present funds in the Railroad Retirement Fund of March 1, 1951, were 
$2,379,105,000. With this amount on hand we can surely make adjustments, 
with legislative action, to alleviate their needs. 

On October 27, 1950, the Brotherhood of Railroad Trainmen at their twenty- 
ninth convention, held in Miami, Fla., passed the following resolution; 30 years of 
service regardless of age, half pay, based on the five highest vears of earnings. 

We believe it just and fair to have minimum annuity of $100 per month with a 
maximum of $200 per month, based on half-pay formula. No increase in present 
railroad retirement tax for the next 36 months, except as provided in the present 
act. If necessary after 36 months, if additional revenue is needed, tax employees 
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only, 6 percent on $400 per month, instead of the present 6 percent on $300 per 
month. 
All persons now receiving the railroad-retirement annuities to receive a flat 
increase of 25 percent. 
Yours very truly, 
Georce CC. Girrorp, Secretary. 


AMENDMENT To H. R. 63 


1. Minimum annuity $100 per month 

2. Maximum annuity $200 per month 

3. Twenty-five percent flat increase to pensioner 
y 


No increase in tax for 36 months, except as provided by present act 
If additional revenue is required, tax emplovees only, 6 percent on $400 per 
month 


The CyHatrMan. The next witness is Mr. Clarence B. Carter. 


o 


STATEMENT OF CLARENCE B. CARTER, NATIONAL SECRETARY, 
RAILROAD PENSION CONFERENCE, NEW HAVEN, CONN. 


Mr. Carrer. Mr. Chairman and gentlemen of the committee, my 
name is Clarence B. Carter. I am secretary of the Railroad Pension 
Conference. The organization we represent is an organization of 
railroad workers from the various crafts, principally from the eastern 
seaboard area. We are deeply concerned in having Congress bring 
our Railroad Retirement Act up to date to meet present-lay needs. 

We appreciate the fact that the Seventy-ninth and Eightieth 
Congresses enacted certain amendments beneficial to railroad em- 
plovees. Nevertheless, we must point out that these changes failed 
to remove the basic defects of our Retirement Act. They did not 
lower the age requirements, nor did they provide sufficient annuities. 
Therefore, we again ask Congress to enact amendments providing 
retirement after 30 years of service regardless of age, at half pay 
based on our 5 vears of highest earnings. 

The enactment of these benefits would establish a comprehensive 
system calculated to keep the younger men more steadily employed 
with the prospect of reasonably steady merited promotions, with the 
older men acquiring pension rights in time for reasonable benefits 
and enjovment of them. 

Our proposed retirement after 30 vears of service, regardless of 
age, is of course optional. We believe in an optional plan and not 
compulsory retirement. 

We do have a bill before the House which is known as H. R. 63. 
I want to state here that we notice in the printing of the bill there 
has been a mistake of one word on line 19 and we want it amended 
to read that service shall include all service rendered ‘before’ the 
end of the calendar vear instead of the word “after’’ the end. 

We want it clearly understood, Mr. Chairman and members of the 
committee, that we do support the benefits proposed by the brother- 
hoods. However, we want to make this clarification. We support 
or we prefer the 25-percent increase over, of course, the 13-percent 
increase. We do support the provision that wives when reaching 
the age of 65 receive one-half of what the annuitant receives, such as 
provided in social security. We do want to see the increase in sur- 
vivor benefits. 

However, I would like to state that we do feel that survivors 
should receive their benefits regardless of their age. That was 
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brought out here, I think, last Friday. Some mention was made 
of it by one of the members of the committee. 

We feel that there is an expressed need for widows to receive these 
benefits regardless of age. I think that Congress must look at it in 
that light, that it is a definite need. I do not think that it is right to 
realize that there is this need and then not do something about it. 
We think that H. R. 3669 should include that widows receive their 
benefits regardless of their age. 

In reference to the provision made by H. R. 3669 that a retired 
railroad worker cannot make over $50, we do not approve of that 
penalty. We are opposed to that particular feature of the bill. 

I would like to state that in regard to the present provision for rail- 
road workers with less than 10 vears of service to go over to social 
security, there has been some objection as it is now written by the 
Federal Security Administration and I think some objections were 
also offered by Mr. Murray Latimer here 2 days ago. However, the 
conference feels that there is a chance that there can be a study made 
or rather that there can be something done to supplement railroad 
retirement to social security. 

In May 1948 an Advisory Council on Social Security for the old- 
age and survivor benefits insurance stated: 

The Congress should direct the Social Security Administration and the Railroad 
Retirement Board to undertake @ study to determine the most practical and 
equitable method of making the railroad retirement svtem supplementary to the 
basie old-age and survivors insurance. Benefits and contributions of the Railroad 
Retirement Act should be adjusted to supplement the basic protection afforded 
by old-age and survivors insurance so that the combined protection of the two 
programs would at least equa! railroad retirement. 

They also stated: 

The extension of old-age and survivors insurance to railroad employees and 
making the railroad retirement system supplementary to the old-age and survivors 
insurance would result in lower paid contributions for the railroad workers and 
their employers for the same protection as at present as the proposed old-age 
and survivors insurance is ultimately financed in part by the appropriations from 
general revenues. 

We would like to have a study made to find out what we could buy 
over and above the old-age and survivors benefits. We do not know 
whether such a proposal is good or rather whether, as suggested by 
this report from the advisory committee, is possible, or what it would 
do. We would like to have a study made to find out just what we 
could purchase from the remaining taxation, what it would buy in 
addition to this old-age and survivors insurance benefits. I think 
such a study could be made within a comparatively short time, as | 
understand it. We feel that this should be done. When the report 
is made we can then determine whether or not the railroad workers 
should receive both old-age and survivors benefits and then benefits 
over and above those benefits from our remaining taxation. 

Our emphasis today is directed to the fact, however, that there is an 
expressed need of working railroaders that their retirement benefits 
come to them after 30 years of service regardless of age. There are 
various pension systems in different industries for which management 
assumes all of the major obligations by contributing e total of 3 or 4 
percent to every 1 percent of the employees. This is supplementary 
to the social-security benefits. 
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There are also many civil service pension systems, municipal, State, 
firemen, policemen, and so forth, which give the employ ee an optional 
retirement after 20, 25 vears of service, or age 55 or thereabouts, de- 
pending on the rate of contribution chosen by the employee. The 
employees there are beneficiaries of early retirement benefits. 

A railroader’s occupation is hazardous and of such public value as to 
deserve reasonable retirement benefits although we have not and we do 
not propose benefits at the civil-service standards mentioned. 

I would like to briefly quote here some of the retirement benefits 
from the New York State Employees Retirement System. We note 
that any member may retire voluntarily after reaching age 60, or they 

ean select a 55-year plan if they wish. Local policemen or firemen may 
retire after 25 vears of police or fire service. State police and State 
park police may retire after 25 vears of service. 

Also, another extraordinary feature of the New York State plan is 
that members may borrow up to 50 percent of their contributions and 
repay this loan by regular payroll deductions. 

Now this plan of course is quite liberal. Many State and many civil 
service munic ipal plans of course afford early retirement. We there- 
fore feel that railroad workers are also entitled to such benefits. 

We: note that the Brotherhood of Railroad Trainmen at their twenty- 
ninth convention passed a resolution endorsing 30-year, half-pay re- 
tirement benefits such as we propose. -Also, the dining car and rail- 
road workers are on record favoring the enactment of these proposals. 

It has been brought out very well, Mr. Chairman, that there is a 
necessity for increasing annuities as the ‘Vv are very, very inadequate at 
this time. However, we feel that they should be based on the highest 
5 years, or rather half-pay, and by that I mean half of taxable income 
based on the highest 5 vears of earnings. 

Mr. William J. Kennedy, Chairman of the Railroad Retirement 
Board, summed it up adequately when he stated the following at the 
Senate hearings in May 1948: 

[ submit that the present situation offers very little incentive for older men to 
retire from service. Those who have already retired have been unfortunately 
trapped. 

While this statement was made in 1948, railroad workers know it 
is still very true today. 

The primary purpose of our proposal is in the main to increase the 
annuities paid to most of the retired workers. The average annuity 
at the present time is around $83 a month and the minimum annuity 
is around the figure of $60 a month. It is especially these categories 
that we are interested in getting increased. 

When our Retirement Act was enacted in 1937 it was pioneer social 
legislation and was admitted to contain many flaws which woenid 
naturally be corrected as time passed and the need for change became 
evident. 

The CHarrman. Mr. Carter, may I interrupt vou to say that the 
time agreed upon for vou has expired? 

Mr. Carrer. I want to say this, Congressman. I am going to 
submit this for the record. With respect to retirement after 30 years 
of service, regardless of age, the average age of peters ment under this 
proposal, Congressman, would be at the age of 59. We feel that isa 
reasonable age at which to retire. We would like to point out that 
many workers are old at 55 and again we have many workers who 
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are young at 65 and over. Therefore it stands to reason that because 
we would have on the books 30-year retirement it does not mean that 
everybody of course would retire after 30 years of service. We feel 
that statement would be found correct. , 

1 have outlined in our written testimony further reasons why we 
feel this legislation should be enacted. The railroad work is hazard- 
ous. The men work all kinds of hours and pay their own expenses 
away from home. We feel that these features and the fact that they 
do provide great public service entitle the railroad workers to the 
benefits received by municipal and State workers and that we should 
have retirement after 30 vears of service. 

Thank you. 

(The prepared statement by Mr. Carter follows:) 


STATEMENT OF CLARENCE B. Carter, NATIONAL SECRETARY, RAILROAD PENSION 
CONFERENCE 


We are deeply concerned in having Congress bring our Railroad Retirement 
Act up to date to meet present-day needs. 

We appreciate the fact that the Seventy-ninth and Eightieth Congress enacted 
certain amendments beneficial to railroad employees. Nethertheless, we must 
point out that these changes failed to remove the basic defects of our Retirement 
Act. They did not lower the age requirements nor did they provide sufficient 
annuities. Therefore, we again ask Congress to enact amendments providing 
retirement after 30 years of service regardless of age, at half pay based on our 
5 vears of highest earnings. 

This is a sensible and practical request as these benefits have long been needed 
and desired by railroad workers. In 1950 over 300,000 railroaders signed petitions 
urging enactment’ of these benefits. 


TRAINMEN SUPPORT 30-YEAR, HALF-PAY BENEFITS 


The Brotherhood of Railroad Trainmen at their twenty-ninth convention held 
in Miami went on record in favor of 30-year, half-pay retirement benefits. On 
October 27, 1950, the convention adopted resolution No. 37 which reads as 
follows: 

“Resolved, That this convention direct the president of the brotherhood to 
immediately contact all the executives of the Brotherhood of Locomotive Engi- 
neers, the Brotherhood of Locomotive Firemen and Enginemen, the Order of 
Railway Conductors, and all other unions interested, to unitedly institute a 
movement to secure an annuity based on the five highest years of earnings at 
half pay, and 30 years of service, regardless of age.” 

The Dining Car and Railroad Food Workers Union is also on record favoring 
enactment of these proposals. Daniel Benjamin, national vice president, in- 
formed the conference that his union favors 30-year, half-pay retirement and 
that he pledges full support fer same. 


PRESENT BENEFITS 


The passage of our Railroad Retirement Act in 1937 was intended to provide 
railroad workers with old-age security upon retirement. After 14 years of opera- 
tion, in meeting its first major test, it is found inadequate. 

Our present average annuity is only $83 per month or about $20 per week 
(Railroad Retirement Board Annual Report, fiscal year ending June 30, 1950). 
Maintenance-of-way laborers received an average of $57.62 per month or about 
$13.40 per week. Dining car service, waiters, and kitchen helpers averaged 
$49.15 per month or $11.43 a week. Only 29 percent of railroad employees 
received over $100 per month. Retiring age for these benefits is age 65 for male 
employees and age 60 for female employees. Earlier retirement is granted for 
disability. Thus, this is the railroad worker’s reward after 30 years of service 
and giving the best years of his life to the welfare of the general public and the 
railroad managements. 

In comparison, a retired worker in mine, steel, auto, electric, and other indus- 
tries receive a minimum pension of $100 per month including social security, 
others receive a minimum of $125 per month plus hospitalization and life insur- 
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ances paid exclusively by management. Further, many municipa] and State 
workers retire at half pay after 25 vears of service, and Army and Navy personnel 
can retire after 20 vears of service. Also, Members of Congress receive far 
superior retirement benefits than do railroad employees; however, we are not 
asking Congress for such liberalizing at this time. Under social security the 
wife of the annuitant when reaching age 65 gets one-half of the husband’s benefits 
Railroad worker’s wives at age 65 do not receive like benefits; therefore, Congress 
should make such available for the wives of retired rail employees. Certainly 
a railroad worker’s occupation is as hazardous and of similar public value as those 
above, to receive like benefits. 


PRESENT BENEFITS DO NOT MEET PRESENT-DAY NEEDS 


Mr. William J. Kennedy, Chairman of the Railroad Retirement Board, summed 
it up accurately when he stated the following at the Senate hearings in May 1948: 

I submit that the present situation offers very little incentive for older men to 
retire from service. Those who have already retired have been unfortunately 
trapped * * *” ». 8, Senate hearings, May 1948). While this statement 
was made in 1948, railroad workers know it is still verv true today. 

The Brotherhood of Railroad Trainmen stated the following in Trainman News, 
June 5, 1950: “Soaring living costs have imposed severe hardships on railroad 
workers—but the pensioner who must try to get by on an income fixed over a 
decade ago when the dollar bought twice as much as today is in desparate posi- 
tion. 

Attorney Lester P. Schoene, representing the 21 railroad brotherhoods at the 
Senate hearing, May 1948, testified: ‘““The system now fails to meet the purposes 
for which it was set up. The pressure to remain in active service bevond the period 
when the individual should retire is too great, and the superannuated workers are 
not being taken out of the industry as they should be, and the opportunities for 
promotion of the vounger workers are being blocked. In other words, we are back 
substantially to the kind of conditions that gave rise to the necessity for setting up 
this system in the first place’? (p. 56, Senate hearings, May 19, 20, 21, Senate 
Labor Committee). 

The Honorable Representative James E. Van Zandt, testifying before the House 
Interstate and Foreign Commerce Committee hearings, June 1948, said: * Yester- 
day morning at 7:30, just prior to my departure from Altoona to Washington, I 
had a retired gentleman visit me, and he pointed out that he and his wife were 
living on what might be termed one meal per day, as the result of the meager 
benefits that he was receiving. He pleaded with me to have Congress do some- 
thing to relieve not only himself but many others who are trying to exist on this 
meager pension.” 


WHY HALF PAY BASED ON OUR 5 YEARS OF HICHEST EARNINGS 


The primary purpose of this proposal is, in the main, increase the annuities paid 
to the most of the retired railroaders. (See p. 2.) They are so low that many 
railroad workers, although qualified to retire, are forced to continue working 
despite ill health. 

When our Retirement Act was enacted in 1937 it was pioneer social legislation 
and was admitted to contain many flaws which would naturally be corrected as 
timed passed and need for change became evident. 

One of the most glaring faults of our Retirement Act which Congress has failed 
to correct is the method of computing annuities. In 1937 it was difficult to esti- 
mate, from earlier records, the basis for computing annuities. 


YEARS 1924 TO 1931 USED TO COMPUTE ANNUITIES 


In 1937 when our Railroad Retirement Act went into effect Congress chose the 
vears 1924 to 1931 as base vears on which to compute railroad retirement. This 
period has not been changed and it causes great hardships through low and unfair 
annuities. It has forced many retired to seek another job, and prevents many 
today to apply for retirement. The years 1924 to 1931 included the lean vears 
when low incomes prevailed, and depression years afforded little opportunity for 
full employment and job advancements. Since 1937 railroad wages have in- 
creased several times; however, railroad retirement annuities have not increased 
proportionately. The retired railroad emplovee was certainly the “forgotten 
man. 
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Railroad workers across the Nation maintain it is grossly unfair for Congress to 
constantly tax an individual on his highest income and then use his lowest income 
vears to reduce his annuity. While it may have been fair in 1937 to use these 
vears, it is most unfair to continue this practice today when new conditions exist. 

The Railroad Pension Conference requests Congress to discontinue the practice 
of using the years 1924 to 1931 as a base for computing railroad retirement, and 
instead use our 5 vears of highest earnings. Our annuities would then be more in 
proportion to the taxes we now pay. Civil service uses the 5 years of highest 
earnings as the vardstick for computing their benefits. We request Congress 
to bring our Railroad Retirement Act into line. 


WHY 30-YEAR RETIREMENT REGARDLESS OF AGI 


Thirty-year retirement regardless of age, rather than retiring on the basis of a 
mathematical figure (age 65), is needed and desired by the railroad workers 
Railroad workers are taxed on the basis of vears of service, but retired on the basis 
of age. Congress is being most unfair to railroad workers. Further, Congress 
forces an individual to pay into the fund after age 65 but will not give him any 
credit for his taxes after this age. Certainly anyone can see the gross unfairness 
of this procedure. Therefore, we call upon Congress to correct this fault at once. 

Secondly, under our present set-up, retirement is nonexistent for nearly one- 
third of the railroad industry. These workers are making an investment in a 
nonexistent future. 

The Railroad Retirement Board statistics in the March 1950 issue of the 
Monthly Review show the following: 

Out of 100 railroad men 30 vears old, 31 will not live to age 65: of those 40 vears 
old, 29 will not live to age 65; of those 50 vears old, 24 will not live to age 65. 

We point out here that the average age of a person entering railroad service is 
28 to 30 vears of age. Therefore, the average age for retirement efter 30 vears of 
service, regardiess of age, would be between age 58 and 60, surely a timely age to 
retire (from the annual report, Railroad Retirement Board, June 30, 1946, p. 123). 

Many railroad employees, unlike workers in other industries, ar» required by 
law to take rigid physical tests, usually every 3 vears. In many cases where a 
railroader has been sick or injured he is often compelled to get a vearly, and in 
some cases, quarterly or even monthly examinations by the company doctor. 

Third, railroad employment, unlike many other industries, is guided by senior- 
itv, displacement rights, spare boards (extra lists). It involves extremely hazard- 
ous occupations with many vears of night work and broken hours, 

To express these statisties in human terms, let us use Cesey Jones, railroad 
fireman, as an example. When entering railroad service, Casey would first be 
placed on the fireman’s extra list subject to call at al! hours of the day and night, 
regardless of the mileage of his division. He may spend days away from home for 


which he has to pay his own expenses. As railroad work is seesonal, whoiesale 
lay-offs take place: therefore, Casey Jones is laid off for several » onths, sometimes 
for a vear or more. After each lay-off Casey goes through the same routine 


explained above which usually takes many years. After he finally owns a regular 
job or run as a fireman, be is then foreed to qualify as an engineer or lose al! his 
seniority rights. After qualifving for engineer, Casey is put on the engineer’s 
extra list and he goes through the same routine as when he was on the fireman’s 
extra list. Again, seasonal lay-offs force him back as a fireman. Therefore, 
Casey Jones has to be well along in years of service and age before he can hold and 
select the best-paid runs. The same story is true for employees in train service. 
In the nonoperating departments the craft system prevails for Fred Smith 
mechanic. First he must serve as an apprentice or helper for a period of 4 years 
with limited rights, usually at relatively low wages. After this period Fred Smith 
is considered as a journeyman. As such, his seniority is placed on the roster at 
various points on the division. When lay-offs oecur he can be displaced by and 
workers his senior on his division and he can work only where seniority permits, 
even though it may be many miles away from home, at his own expense. There- 
fore. Fred Smith, mechanic, may find himself working near home in the summer 
months and in winter months in another city many miles away from home. 


RAILROADING HAZARDOUS 


Railroad employment is dangerous and hazardous. Government figures show 
that 568 railroaders were killed and 30,000 injured in the one vear 1948 alone 
High premiums for railroad men for insurance testity to the hazard of the occupa- 


tion. 
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Another example is the train dispatcher. Mr. Carey McCord, writing for 
Industrial Medicine, stated that 81 percent of all train dispatchers examined 
have a high incidence of nervous disorders directly attributed to their occupation. 
Whereas the life expectancy of the average worker is about 66 years of age, the 
average life expectancy of the train dispatcher is 51. Likewise, other railroaders 
with their responsibilities are also subject to tensions since they know the grave 
responsibility involved in the safe transportation of life and property across our 
great Nation. Thus, railroaders should be entitled to earlier retirement com- 
mensurate with this great publie service. 

At one of our pension conference meetings a Railway Express employee stated 
that only one worker at his point had reached age 65 in the last 25 vears. 


WIDOWS NEED IMPROVED BENEFITS 


Another defect in our Railroad Retirement Act which Congress has failed to 
correct is the matter of survivor benefits. The benefits received by widows is 
disgracefully shocking. The amount received is a mere pittance and they must 
wait until age 65 if she lives that long. The Annual Report of the Railroad 
Retirement Board, June 30, 1950, reports that 72,700 aged widows receive only 
$29.53 per month or a little over $7 per week. Another 4,500 survivors (optional 
annuitants) receive $39.55 per month or a little over $9 per week. 

The pension conference maintains that widows should receive a sum equal to 
one-half of her jusband’s annuity based on the five highest years of earnings. 
We therefore request Congress to enact these benefits. 


THIRTY-YEAR, HALF-PAY BENEFITS FINANCIALLY POSSIBLE NOW 


The railroad pension conference has always considered its proposed legislation, 
retirement after 30 years of service, regardless of age, based on the 5 years of 
highest earnings, with a view of our retirement fund’s ability to finance these 
benefits without jeopardizing the soundness of our retirement act.. 

Concerning the cost of our proposals, Mr. Walter Matscheck, Director of 
Research for the Railroad Retirement Board, advised the pension conference that 
our proposals would necessitate an additional increase of 4 percent in taxation 
equally divided bet ween employee and employer. In our bill before the Eightieth 
Congress we had a provision for such an increase. However, in our present bill 
H. R. 63, we have not included such an increase because we believe it is not now 
needed. 

When we testified before the Senate Labor and Public Welfare Committee in 
May 1948 we learned from testimony given by the Retirement Board and the 
brotherhoods that actuarial estimations governing our taxation were considered 
from an ultraconservative basis. 


RETIREMENT BOARD ADMITS CONSERVATISM 


The following testimony offered by the Railroad Retirement Board at the 
Senate hearings in May 1948 reveals how conservatively they administer the 
Railroad Retirement Act and fund. 

We quote from the Railroad Retirement Board: 

“It should be emphasized that the Board believes that in making cost estimates 
and determining tax rates, it should use conservative assumptions. 

‘“* * * Tt is impossible to fix any tax rates which can be precise for 30, 50, 
or 100 years. * * * Assumptions must be made since it is impossible to 
know for even 1 year how all the factors involved will change. * * * But 
regardless of how carefully they are worked out, they are obviously only assump- 
tions and cannot possibly be exact. 

“The Board believes the account will be adequate for probably 40 years from 
now and that there will probably be a large reserve at the end of that time.” 

Mr. Edward Schreiber, counsel for the Retirement Board, stated: ‘That pay- 
roll estimates have been made on a most conservative basis. If instead of being 
conservative, as the Board was in all its estimates, the Board had been less con- 
servative and had estimated a greater future payroll, the result would have shown 
a greater than 1 percent overfinancing at present; maybe 2 percent and con- 
ceivably 3 percent.” 


BROTHERHOOD’S TESTIMONY SHOWS BOARD CONSERVATIVE 


The brotherhoods, through Attorney Lester P. Schoene, testified at the May 
1948 Senate hearings as follows: ‘‘The Board has not made any allowance for the 
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wartime and postwar experience with respect to rates of retirement for age of 
deferment annuity. There is no doubt about the fact that that experience has 
operated definitely in the direction of reducing cost. And it is not merely a war- 
time phenomenon; it has continued in the postwar period, and there are indica- 
tions that there may be permanent readjustment. Those factors are of such 
importance that they could operate to reduce cost by as much as one-third.” 


TRAINMEN STATE RETIREMENT SET-UP CAN AFFORD MORE 


The Brotherhood of Railroad Trainmen in their weekly organ, Trainman 
News, June 5, 1950, stated: ‘“Railroaders are entitled to more and we’re sure 
that the retirement set-up can afford more. Actuaries and economists of the 
Railroad Retirement Board are attempting to slow matters up by insisting that 
an increase in benefits must mean an increase in taxes. They maintain that, 
under the present system, by 1964 disbursements will exceed taxes, that the 
reserve at that time will be close to $6 billion and such reserve will continue to 
increase and level off at about $7.6 billion in year 2005. The maximum dis- 
bursement load will be reached at that time. * * * Setting up reserve 
liabilities for 55 vears hence seems preposterous now.”’ 


NO TAX INCREASE NEEDED FOR 30-YEAR, HALF-PAY RETIREMENT 


In view of the facts quoted on page 7 of this report, the Pension Conference 
assumes that 30-year, half-pay benefits can be given without increasing our pay- 
roll tax or jeopardizing our retirement account in the future. 

Under the present set-up we are not only building a reserve to help finance 
retirement in the year 2000, when most of us will be dead and buried, but we 
are paying for the past as well. First, why should we in 1950 be called upon to 
help finance retirement in year 2000 for railroaders not yet born? The rail- 
roaders back in the 1890’s and early 1900’s did not do this for us. While we 
wish those in year 2000 better benefits than we receive, we do feel that their 
retirement is their obligation and not ours. 

Second, we are paying for the past. When the Railroad Retirement Act was 
enacted in 1937 the railroads were not called upon, as they should have been, 
to set up a fund to meet the cost of service credit earned prior to 1937. This cost, 
instead, has been carried by the working railroaders, and has been included in 
their contribution rates. Also, in 1937, the railroads saddled the entire cost of 
transferring 48,500 pensioners (1949 report, Railroad Retirement Board) of their 
former private pension systems onto the Federal retirement fund. 

The manifest unfairness of this was well set forth by Representative Robert 
Crosser in a letter from him to Representative R. J. Welch, dated January 27, 
1947, wherein he states: “* * * there have been and are being paid from the 
railroad retirement account in the Treasury, which consists exclusively of equal 
contributions of the railroads on one hand, and their employees on the other, 
(1) not only the annuities which are based on railroad service since January 
1937, the date when the contributions began, but also (2) annuities which are 
based on the railroad’s prior obligations—that is, the accumulated (pension 
credit) service before 1937—and (3) another of the railroad’s obligations, that 
is, the pensions up to $120 a month, of all previously retired employees who were 
on the railroad’s private pension (gratuity) rolls. Since the obligations in the 
last two categories are those of the railroads only, they should have been borne 
by the roilroads themselves, but railroad employees have paid and are continuing 
to pay one-half of these obligations.” 

om li the facts revealed by Representative Crosser, above, Attorney 
Schoene stated at the May 1948 Senate hearings: ‘The railroads made a pretty 
tough bargain with us back in 1937.” 

Yes, the railroad workers are “‘getting it in the neck”’ all around, and the rail- 
roads sure made it “tough” for us “back in 1937.’’ We think it is about time 
Congress made the railroads pay their own obligations mentioned by Representa- 
tive Crosser. 

Railroad workers do not mind paying an additional | percent (if it is needed 
for 30-vear half-pay benefits. However, it seems to us that the railroads should 
be made to pay the entire cost for san.e. Yet, as stated above, we believe no 
extra tax increase is necessary. 
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ANSWERS TO CERTAIN OBJECTIONS RAISED BY RETIREMENT BOARD IN 1948 


We wish here to answer certain objections of the Railroad Retirement Board 
made to 30-year, helf-pay retirement, at the hearings before the Senate Labor and 
Public Welfare Committee, May 1948. 

1. ‘‘The Board does not believe, however, that taxes under the railroad retire- 
ment system should be increased at this time.”’ 

Answer: From our observation, we find that most railroaders would not object 
to paying another | percent for 30-year, half-pay retirement benefits. Therefore, 
for whom is the Board speaking, the railroad bankers? Please note, we don’t 
think @ tax increase is needed. 

2. Mr. William J. Kennedy said: ‘It is sufficient to say that the effect of this 
bill (Pension Conference bill 8. 2055, SOth Cong.) would encourage men to leave 
the industry while still in good health, and at a relatively voung age when their 
service to the industry would be most useful; and this the Board considers undesir- 
able.”’ 

Answer: When does he want us to retire, when we're ready to die? Retirement 
can best be enjoyed when in good health and the Pension Conference wants 
railroaders to be able to enjoy retirement for many vears. Second, the average 
age for retirement would be between ages 58 and 60, a reasonable age for re- 
tirement. 

3. “It is highly undesirable to encourage excessive separations from the industry 
of workers whom the industry can ill afford to spare.”’ 

Answer: Rubbish. This argument is as absurd today, in 1951, as when it was 
made in 1948. ° Has not the New York Central Railroad recentiv announced it 
would lay off many thousands of worers, despite increes*d business end proits? 
Further, it is a fact that over 700,000 railroaders have been driven out of the 
industry in the past 30 vears. During this period the volume of railroad traffic 
increased almost 90 percent, showing the tremendous increase of productivity per 
worker, vet wages did not increase in proportion. In other words, about half the 
1920 labor foree is handling twice as much traffic, which means the productivity 
per worker has increased almost three times. 

Second, all-Diesel railroading is likely within the next 10 to 15 vears, which it is 
claimed may abolish 45 percent of those in engine service alone. With the Diesel, 
trains will be doubled and tripled; thus road and vard crews will be cut in half, to 
say nothing of the jobs abolished in mechanical and clerical forces. 

4. The Retirement Bosrd also assumes that many of those retiring after 30 
vears of service would seek employment elsewhere and then in later vears receive 
two pensions. 

Answer: The Pension Conference feels this theoretical assumption is an assertion 
with little factual foundation. 

There will be little inducement for a retired railroad worker, untrained in a 
trade outside of railroading, for which he has given the best 30 vears of his life, 
to compete at later vears with workers in a new and different industry and craft 
for which he is untrained, when he can continue to work if he chooses, with top 
senioritv of jobs, choice runs, and pay. Furthermore, ample evidence is given 
throughout the Nation as employers are reluctant to hire an individual over 40 
vears of age, especially a new and untrained person. Also, eligibility and age re- 
quirements in civil service make it almost impossible for retiring railroad workers 
to qualify for employment in that field. 

We wish to point out here that the benefits we ask Congress to enact are in- 
tended to eliminate the need for retiring railroaders to seek other employment. 

We must emphasize that under the legislation we propose retirement is not 
compulsory and that many will not seek retirement even though they have com- 
pleted 30 vears of service. In other words, there are many railroad workers who, be- 
cause of their job, or for physical reasons and spiritual health, are old in their 
fifties. On the other hand, there are those who are voung at 65 and over, and 
in good sound health, with choice seniority and jobs, who do not want to retire 
after 30 vears of service and will not retire after 30 vears of service. 


FUNCTION OF BOARD ADMINISTRATIVE 


The Pension Conference feels that the main function of the Railroad Retire- 
ment Board is to concern itself with the administration of the act, and it is not 
their function to editorialize as to whether workers should retire at an earlier age 
while in good health, especially since the Board members and their employees 
receive better pension benefits than we in the rail industry get under the very 
act they are administrating. 
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We further point out that Mr. William J. Kennedy, Chairman of the Retire- 
ment Board, proved that the intention and purpose of the 1937 act has not been 
achieved. He said: ‘A retirement system normally is intended to enable the re- 
tirement of superannuated employees so as to provide opportunities for the pro- 
motion of younger men, otherwise the industry would be burdened with an unduly 
large number of men in the older vears. With this in mind, retirement of such 
emplovees should be encouraged. * * * It is startling, but nevertheless a 
fact, that there are now more living persons over 65 who have credits under the 
Railroad Retirement Act but who have not applied for annuities than there were 
when the 1937 act was adopted. There are now approximately 99,009 such 
persons, over 60,000 of whom are still working on the railroads” (Senate hearings, 
May 1948). 

In view of the facts contained in these 10 pages we call upon Congress to enact 
legislation providing retirement after 30 vears of service regardless of age at half 
pay based on the 5 years of hizhest earnings, as stated in the trainmen’s resolu- 
tion (p. 2) 

Mr. Wotverton. Mr. Chairman, may I ask just one question? 

Mr. Carter, will you explain what the Railroad Pension Conference 
consists of? 

Mr. Carter. The Railroad Pension Conference, as I tried to point 
out, is an organization of railroad workers of the various crafts. 

Mr. Wotverron. How many? 

Me. Carrer. We are located principally in the Eastern States 
although we do have members scattered throughout. 

Mr. Wotverron. How many members? 

Mr. Carrer. First of all, we have not devoted our efforts to build- 
ing a large membership. 

Mr. Wotvertron. How many members? 

Mr. Carrer. I figure we have around 4,000 to 5,000 members. 

Mr. Wotvertron. Do they pay dues? 

Mr. Carter. They have paid dues. 

Mr. Wotvrrron. They have paid. Are they required to pay 
dues? If so, how much? 

Mr. Carrer. Well, we had in the past asked for a dollar donation a 
a vear, but we have liberalized that and we ask for anything. We do 
have offices. 

Mr. Wotverron. I did not see any mention here of any post office 
address other than the post office box No. 798. 

Mr. Carter. That is our post office box. We do have offices, 
ves, sir. 

Mr. Wotverron. Do you hold annual meetings? 

Mr. Carrer. Yes, we do. | would say we hold an average of three 
or four meetings a year. 

Mr. Wotverron. How many attend? 

Mr. Carrer. It varies. At times our meetings are open, are ger- 
eral open meetings, and sometimes they are just for the members of 
the executive board. We have had some meetings ranging from over 
a tho: sand to, well, 15 or 20. 

Mr. Wotverton. Are members or the general public invited to 
attend? 

Mr. Carter. Our meetings mostly are open to the general railroad 
workers. 

Mr. Wotvertron. Do you provide for an annual meeting at any 
time of the year when officers are elected? 

Mr. Carrer. We do not provide a specific date, but we do call the 
members together every vear. 
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Mr. Wotverton. The reason I ask these questions is that the name 
‘Railroad Pension Conference” is quite general in its terms and quite 
expansive. 

Mr. Carrer. That is right. 

Mr. Wotverron. I wanted to know just what was back of those 
words, ‘“‘Railroad Pension Conference.” 

Mr. Carter. That was the particular name that we chose at the 
time back in 1945. 

Mr. Hate. Is your organization incorporated? 

Mr. Carrer. No, it is not incorporated. 

The Cuatrman. Thank you, Mr. Carter. 

Mr. Carrer. Thank you, Mr. Chairman. 

The CuatrMANn. The next witness is Mr. J. Carter Fort. 


STATEMENT OF J. CARTER FORT, VICE PRESIDENT AND GENERAL 
COUNSEL, ASSOCIATION OF AMERICAN RAILROADS, WASH- 
INGTON, D. C. 


Mr. Forr. Mr. Chairman and gentlemen of the committee, my 
name is J. Carter Fort. I am a lawyer and my residence and office 
are in Washington, D.C. I appear here for the Association of Ameri- 
can Railroads, of which I am vice president and general counsel. 
That association is a voluntary organization which includes in its 
membership almost all of the class I railroads of the United States 
and a number of railroads which do not fall in class I. A class I rail- 
road, as you know, is one with revenues of $1 million or more. The 
railroads which are members of the association operate approximately 
95 percent of the railroad mileage of the country, the total railroad 
mileage, and their revenues are about 95 percent of the total railroad 
operating revenues. 

With your permission, we will present three witnesses, including 
myself. The other two will be Mr. James M. Souby, who will dis- 
cuss in some detail certain comparisons between the recently liber- 
alized social security system, the railroad retirement system, and the 
proposals now before your committee for changes in the railroad re- 
tirement system; and Mr. J. Elmer Monroe, who will discuss certain 
cost features of the present railroad retirement system and of the pro- 
posed amendments to that system, particularly those proposed by the 
so-called nonoperating group of railroad emplovees and embodied in 
H. R. 3669. 

I might say at this point, Mr. Chairman, that this bill was apparent- 
ly conceived and prepared in a more or less star-chamber session, by 
representatives of only one of the many interests which are rightfully 
concerned with railroad retirement. It was set for hearing on the 
Senate side almost immediately after its introduction and the hearing 
on the House side began the day after the Senate hearing closed. The 
bill is complex and difficult to understand. During the course of the 
hearings, the various features of the bill have been disclosed gradually 
and I think it is very striking and very significant that the bill has 
failed to find a friend, so far as I have been able to ascertain. Every- 
one except its authors has been against it, and it is not difficult to see 
why this is true. 

Mr. Latimer, who I suppose could be called the father of the railroad 
retirement system, the first Chairman of the Railroad Retirement 
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Board, made a bitter arraignment of the bill. The Budget Bureau 
was against it. The Federal Security people are against it. The 
members of the Actuarial Advisory Committee, a statutory body 
under the Railroad Retirement Act, appeared on the Senate side, and 
I will discuss their testimony. They were against it. The operating 
groups are against it. Mr. Stack’s organization is against it. We 
are against it. And if there is anybody who is for it, except its 
authors, I do not know who he is. 

Now I am neither an actuary nor a pension expert, although I have 
had contact from time to time with the Railroad Retirement Act. 
My testimony will deal with the position of the railroads concerning 
liberalizing amendments to the Railroad Retirement Act and, in 
large measure, with material already in this record or the record of 
hearings just closed on the Senate side on S. 1347 and S. 1353, bills 
which are identical with those now before you. 

It seems altogether clear from the testimony of the actuaries who 
have appeared before the Subcommittee on Railroad Retirement of the 
Senate Committee on Labor and Public Welfare, some at the direction 
or request of the chairman of that committee, that neither H. R. 3669, 
the bill brought forward by the nonoperating group of employees, 
nor H. R. 3755, the bill brought forward by the operating group, 
could be enacted in its present form without destructive effects upon 
the railroad retirement system. Either of these bills, as now drafted, 
would make a financial wreck of the railroad retirement system. 
However, there appear to be possibilities that a sound bill might be 
worked out which would provide some increases in the benefits under 
the railroad retirement system. There are now no funds in the system 
available for such increases but it might be possible to make the neces- 
sary moneys available, without increase of taxes, by provision for 
appropriate adjustments between the social security fund and the 
railroad retirement fund, or some form of coordination between these 
systems, or by other means. 

As I shall show later, Mr. Chairman, we do not think that there is 
information before vour committee at this time—certainly there is no 
information available to us—from which any reliable judgment could 
be formed as to what could be done in that direction. In making 
that statement, I think I am in full agreement with Mr. Latimer who 
said substantially the same thing. In other words, it is a field of 
possible exploration, and nothing more. 

The railroads are ready to sit down at any time with representatives 
of the emplovees, and of the Railroad Retirement Board, and with 
members of this committee or its staff in an effort to explore these 
possibilities. We are dealing here with a subject matter of the utmost 
importance to a great many people. It deserves the most careful 
study and the most thoroughgoing consideration. This committee 
will not, IT am sure, be rushed into a hasty and heedless disposition of 
the grave and perplexing problems with which it is confronted. 

The basic and underlying question which is presented by these bills 
is one of far-reaching importance. It is, as it seems to me, whether 
a retirement system or pension system set up under the auspices of 
the Government can be maintained on a sound financial basis. In 
other words, can such a governmental system withstand political 
pressures which would inevitabiv lead to its destruction? I think 
that is a basic question before vour committee. 

25 
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I have stated our final conclusion at the outset. During the course 
of my testimony I shall attempt to develop the reasons which have 
led us to that conclusion. 

To begin again, it may be helpful to refer briefly to the railroad 
retirement system as now in force and to make some comparisons 
between it and the social security system, as liberalized by the 1950 
amendments. As this committee is fully informed, the great mass of 
employers and employees in this country are covered by the social! 
security system, but the railroads and their employees are separately 
treated and are covered by the railroad retirement system. 

The railroad retirement system, like the general social security 
system, is supported financially by payroll taxes paid equally by 
employers and employees. From the first, the payroll tax under the 
railroad retirement system has been at a much higher rate than that 
under the social security system. This is another way of saying that 
the railroad industry makes a much larger tax contribution to the 
support of a retirement system for its employees than do other indus- 
tries for a similar purpose. The tax at this time under the railroad 
retirement system is 12 percent of the taxable payroll—6 percent of 
which is borne by the employers and 6 percent by the employees— 
as contrasted with the present tax under the general social security 
system of 3 percent of the taxable payvroll—1!; percent of which is 
borne by the employers and 1}5 percent by the employees. The 
railroad retirement tax will increase to 124% percent of the taxable 
payroll effective January 1, 1952, under the present statute, and will 
remain at that rate. The social security tax will increase under the 
present statute by gradual steps until it reaches 6% percent in 1970, 
and it will remain at that level. The railroad retirement tax is based 
upon & Maximum compensation for each employee of $300 per month. 
The social security tax is based upon a maximum wage for each 
employee of $3,600 a vear. It will be seen that the railroad retire- 
ment tax rate is now about four times that of the social security system 
and will be, when the tax rates under both svstems have reached the 
peak, about twice as high. 

The benefits now provided under the railroad retirement system 
are, in general, much more liberal than those provided under the 
social security system, although this is not true as to every form of 
benefit. The railroad retirement system makes provision for a com- 
prehensive scheme of benefits, including old-age retirement benefits, 
total and occupational disability retirement benefits, survivors bene- 
fits for wives, children, and parents, lump-sum death payments, and 
so-called residual payments which guarantee that those claiming 
under an employee will, in any event, receive not less than he has 
paid as taxes under the railroad retirement system plus an allowance 
for interest. 

Certain of the very important benefits provided by the railroad 
retirement system are not provided at all by the social security sys- 
tem. I refer particularly at this time to disability retirement bene- 
fits which cost about 2.82 percent of the taxable payroll, or about 
$140 million a year. There is no corresponding benefit under social 
security. Maybe I should add at this time that there is no residual 
payment, either, under social security, and that is quite an important 

-item. 
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Moreover, the old-age retirement benefits now provided under the 
railroad retirement system are far greater than those provided under 
the recently liberalized social security system. The average monthly 
old-age benefit now being paid under the railroad retirement system 
is $82.75 while the average being paid under the recently liberalized 
social security system is $43.86. Under the railroad retirement sys- 
tem the maximum old-age retirement benefit is now $144 per month, 
while the 30-vear service limitation is in effect, but will become $192 
with 40 years of service and $216 with 45 years of service, while the 
maximum old-age retirement benefit under the social security system 
is now $68.50 and the ultimate maximum will be $80. 

You will notice the old-age retirement benefit under the railroad 
retirement system of $216 a month with 45 vears of service for a man 
who makes $300 a month. On the face of it this would not seem to 
be strikingly inadequate. Of course that is not in effect at the moment 
while the 30-year service limit is applicable. 

There is one form of benefit provided by the amended social security 
system which is not included in the railroad retirement system and 
that is the so-called old-age spouse benefit, but even when this is 
coupled with the old-age retirement benefit under that system the 
result is far less liberal than the railroad old-age retirement benefit. 

Only in one respect, I think, is the amended social security system 
more liberal than the railroad retirement system and that is with 
respect to survivor benefits. 

I have not attempted a comprehensive comparison between the 
benefits under the social security system and the benefits under the 
railroad retirement system. That will be done by Mr. Souby, who 
will follow me, but I believe what I have said is sufficient to serve the 
present purpose and give you some idea of how much more costly the 
railroad retirement system is to the railroads than is the social secur- 
ity system to the employers in other industries and of how much more 
liberal are the benefits provided by the railroad retirement system, 
than are those under the social security system. 

Proponents of the several bills now under consideration by your 
committee say that, as a result of the increased cost of living, the 
benefits under the railroad retirement system have become inadequate 
and insufficient to meet the needs of the beneficiaries. It is beyond 
dispute that the beneficiaries are not in as good position as they 
would have been if the cost of living had remained constant, but it 
should not be overlooked that the beneficiaries under the railroad 
retirement system are, generally, in a far better position and much 
less needful than the great mass of employees who must rely upon 
the general social security system. I say this not as indicating that 
we are opposed to increases in benefits under the railroad retirement 
system—lI shall later make our position on that point clear, | hope— 
but merely for the purpose of placing in proper perspective the 
claims which have been made regarding the inadequacy of the benefits 
provided by the railroad retirement system, in the light of the present 
high cost of living. 

If those benefits under the railroad retirement system are inade- 
quate, it follows that the benefits provided by the social security 
system, liberalized as rceently as 1950, are much more inadequate. 
In reply it may be suggested that railroad employees pay more taxes 
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than employees in other industries, and this is true. But need, 
arising from increased costs of living, is not closely related, or neces- 
sarily related at all, to the amount of taxes which have been paid. 
My only purpose here is to poiut out that those who are covered by 
the railroad retirement system are in a better position to meet the 
high living costs of this period than are those covered by the social 
security system. 

The CuarrMan. Mr. Fort, we will have to suspend here because 
the bell has rung. The committee will stand adjourned until 10 
o’clock tomorrow morning. 

(Thereupon, at 12:15 p. m., the committee adjourned, to be 
reconvened Friday, May 25, 1951, at 10 a. m.) 
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FRIDAY, MAY 25, 1951 


House or REPRESENTATIVES, 
COMMITTEE ON INTERSTATE AND ForREIGN COMMERCE, 
Washington, D.C. 

The committee met, pursuant to recess, at 10 a. m., in the committee 
room, 1334 House Office Building, Hon. Robert Crosser (chairman) 
presiding, for further consideration of H. R. 3669 and H. R. 3755 
and other measures. 

The CHarrmMan. The committee will come to order. Mr. Fort, 
will vou take the stand and proceed from where you left off? 


STATEMENT OF J. CARTER FORT, VICE PRESIDENT AND GENERAL 
COUNSEL OF THE ASSOCIATION OF AMERICAN RAILROADS— 


Resumed 


Mr. Forr. Mr. Chairman, at the time the committee recessed 
vesterday I had finished page 6 of my prepared statement if you happen 
to have it before you. I had completed a cursory comparison between 
the railroad-retirement system and the social-security system, but 
one which I believe to be of considerable significance. 

I had pointed out that the railroads contribute in taxes to the 
retirement system for their emplovees very much more than other 
industries contribute in taxes to the retirement system of their em- 
ployees. 

1 had pointed out, further, that generally the railroad-retirement 
system provides benefits greatly in excess of those provided by the 
recently liberalized social-security system. 

I had explained that during this period of inflation railroad employ- 
ees subject to the railroad-retirement system are much better able to 
stand the high living prices than the employees in other industries 
subject to the social-security system. 

Now, of course, inflation brings about an adverse effect on many 
people; it has an adverse effect upon beneficiaries under the railroad- 
retirement system, and it has an adverse effect upon annuitants who 
have purchased their annuities from private companies, and who 
have paid in full themselves for those annuities, and it has an adverse 
effect upon those who have savings bank accounts, and those who have 
life-insurance policies, and who own bends, including Government 
savings bonds. 

I know of no effort on the part of the Government to relieve the 
holders of Government savings bonds from the hurt which they have 
received by reason of the inflation. Debt, ordinarily is on a dollar 
basis, not on a purchasing power unit basis, and that is so of insurance 
and pension plans. In their very nature pension plans have distinct 
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limitations to their capacity to be responsive to inflation, and a mo- 
ment’s reflection will show why that is true. The income of a pension 
system is on a dollar basis, not on a unit of purchasing power basis. 
Necessarily, the obligations of such a system must be also on a dollar 
basis. 

Mr. Hae. On a what basis? 

Mr. Forr. Ona dollar basis. That is true, of course, of transactions 
of borrowing and lending. Debt deals, generally with dollars and 
not with purchasing power. 

Now, the beneficiary under a pension system who makes contribu- 
tions is somewhat in the same position as the lender of money. What 
happens to the money that goes into our pension system? It is not 
used to buy commodities, and it does not increase in response to an 
increase in the commodity price index, It is used to buy evidences 
of indebtedness from the United States Government, 3 percent 
evidences of indebtedness. 

A part of the income of our railroad-retirement system is the interest 
on the railroad-retirement fund which is now $2,400,000,000, or 
something of that kind. 

That money is invested in United States securities and brings 
3 percent interest. 

We invested dollars in 1939 and 1940 and 1941 for that fund in 
these Government securities. We are getting 3 percent interest. 
We are getting $3 for each $100 we invested, but the interest we are 
getting is not $3 worth of purchasing power measured by the pur- 
chasing power of the 1939, 1940, and 1941 dollars that we put in 
that investment. 

I say this to you merely for the purpose of making it clear that a 
pension system, like a life-insurance system, and like the ordinary 
debt transaction, is necessarily, to a large extent, on a dollar-for-dollar 
basis which does and must ignore pure chasing power. 

Now, that brings me back to my prepared statement, and if it 
please the chairman, I would like to start on page 7. 

At this point, I should say a few words about the increase in benefits 
under the railroad-retirement-system which have taken place since 
the establishment of that system in 1937. There has been testimony 
at this hearing to the effect that the rate of old-age retirement benefits 
has been increased only once and then by 20 percent as a result of the 
1948 amendments. That is a correct statement, but it fails to tell the 
whole story. In 1946 the railroad-retirement system was greatly 
liberalized by the addition of occupational disability benefits and by 
the addition of survivor annuities. The system started primarily as 
an old- ~age- -retirement system. 

Again 1 in 1948 it was liberalized by a 20 percent increase in old-age 
and disability annuities. But that is not all. One of the factors 
which enters into the determination of an old-age or disability annuity 
under the railroad-retirement system is the amount of compensation 
of the employee, subject to a $: 300 per month maximum. Thus, when 
wage levels rise, old-age and disability benefits rise as the higher wage 


becomes reflected in the employees’ average compensation. Since 
1937 the average rate of pay of railroad employees has more than 
doubled; it has increased by 150 percent. The average monthly 
compensation of a railroad employee in 1937 was $148.37. As of 
today, it is $351.52. 
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Old-age-retirement benefits, under the railroad-retirement system, 
based on 30 years’ service at the present average monthly eompensa- 
tion per employee, will be some 60 percent higher than those based on 
30 vears of service at the 1937 average monthly compensation, without 
taking into consideration any increase in benefits due to the 20 percent 
increase in benefit rates resulting from the 1948 amendments. It will 
be understood that the increase in retirement benefits reflects only 
gradually the increase in wage levels, because benefits are based upon 
average compensation over the entire service of a railroad employee. 
Nevertheless, all wage increases of railroad employees, up to the 
maximum taxable compensation of $300 per month, ultimately will be 
reflected fully in increased benefits. In addition to wage increases, 
increased years of service are also reflected in increased benefits under 
the railroad retirement system. At the present time, and for a number 
of years in the future, the maximum years of service to be used in com- 
puting benefits is and will be 30. This is because service prior to 
1937 cannot be included to bring total years of service to more than 
30. However, as time goes on the railroad-retirement benefits will 
be based on much longer periods of service—40 years or 45 years in 
many cases—and by reason of this feature alone benefits will be 
greater by 30 percent to 50 percent than the maximum now being 
paid. This is not true under the social-security system. I am simply 
trying to make it clear that, without amendment of the statute or 
change in the rates to be used in computing railroad-retirement 
benefits, those benefits will be increased automatically and very sub- 
stantially over the years. 

H. R. 3669, the bill sponsored by the nonoperating employees, 
would increase by some 14 or 15 percent at once, and more eventually, 
pensions and old-age and disability annuities which, as I have shown, 
are already far greater than those provided under the social-security 
system; it would increase survivor annuities by some 85 percent to a 
level far above that provided by the social-security system; it would 
more than double lump-sum death payments, and would add a spouse 
annuity far more liberal than that provided by the social-security 
system. Over-all, this bill would increase the costs of the benefits 
by more than 25 percent. That, Mr. Chairman, is after taking into 
account the claimed offsets or savings which I shall speak of later. 

In addition, the bill would bring about other very important changes 
in the railroad retirement system. 

First, it would increase the tax base and the benefit base from a maxi- 
mum of $300 per month for each employee to a maximum of $400 
per month. This change, without any increase in the tax rate, would 
increase the payroll taxes which class I railroads must pay by about 13 
percent, or in the neighborhood of $33 million per year. For all rail- 
roads, the class I railroads, the tax increase would be about $40 million 
per vear. It would, of course, increase likewise the taxes to be paid 
by all employees receiving more than $300 per month. 

In the second place, the bill would provide that employees with less 
than 10 years of railroad service should not receive benefits under the 
railroad-retirement system but, instead, should receive benefits under 
the social-security system for their railroad service as well as for their 
service for other industries. In two particulars, employees with less 
than 10 years’ service would remain under the railroad-retirement 
system. They would continue to pay taxes under that system and 
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their survivors would continue to receive residual payments under 
stated conditions. 

In the third place, the bill would so amend section 5 (k) (2) of the 

Railroad Retirement Act that not later than January 1, 1956, the 
Railroad Retirement Board and the Federal Security Administrator 
would make a special joint report to the President to be submitted 
to Congress setting forth— 
their recommendations for such legislative changes as would be necessary to 
place the Federal old-age and survivors insurance trust fund (which I have re- 
ferred to and will refer to at times as the social-security fund) in the same position 
in which it would have been if service as an (railroad) employee after December 
31, 1936, had been included in the term “employment” as defined in the Social 
Security Act and in the Federal Insurance Contributions Act. 
Mr. Chairman, this is the provision of the bill which has been re- 
peatedly referred to during the hearings as contemplating an adjust- 
ment between the railroad-retirement fund and the social-security 
fund which would credit to the social-security fund all payroll taxes 
which railroad employees would pay or would have paid if they were 
covered by the social-security system and which would credit to the 
railroad-retirement fund all benefit payments which railroad employees 
with 10 years or more of service would receive or would have received 
if they were covered by the social-security system. 

In calculating or estimating the cost of the bill, H. R. 3669, the 
majority of the Railroad Retirement Board, in its report of April 
24, 1951, to Chairman Crosser, proceeded on the theory that the ad- 
justment between the social-security fund and the railroad-retirement 
fund was provided for by the bill, and in this way the Board sub- 
stantially reduced its estimate of the cost of the bill, although in fact 
the bill does not provide for any adjustment between the funds but 
merely provides for a report to Congress on the subject which might 
or might not result in further legislation. 

Another important feature of H. R. 3669 is that which relates to 
post-retirement work and earnings by old-age annuitants. The bill 
provides that no retirement annuity shall be paid to anyone for a 
month during which he earned more than $50, between the ages of 
55 and 75. This is more drastic than the corresponding provision 
in the present law, 

I might say that under the present law an old-age annuitant may 
earn as much money as he can without forfeiting his pension as long 
as he does not work for a railroad subject to the Railroad Retirement 
Act, and does not work for his last employer before he retired. It 
appears from a statement which Mr. Musher, chief actuary, Rail- 
road Retirement Board, submitted for the record of the Senate hear- 
ings, that substantial savings are anticipated as a result of the pro- 
posed changes in the post-retirement work provisions and were re- 
flected in the estimated cost of H. R. 3669 as included in the report 
of the majority of the Board to the chairman of your committee. 

You will recall that during the course of this hearing it has ap- 
peared that there is a very serious difference of opinion between rail- 
road employees with respect to the proposed more drastic post-retire- 
ment work clause, just as there has developed before your committee 
a very serious difference of opinion between employees as to elimi- 
nating the men with less than 10 years’ service from the benefits of the 
Railroad Retirement Act. 
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The bill contains many other features which Mr. Schoene has 
referred to, some of which Mr. Souby will diseuss, but I need not go 
into them at this time. 

In short, H. R. 3669 increases very substantially the cost of the 
railroad retirement svstem by greatly increasing the benefits under 
that system. As against this increase in cost, there is set off in the 
cost estimate of the majority of the Railroad Retirement Board, sav- 
ings said to result from the new and more drastic postretirement work 
clause ; and there are set off also savings, if that is the proper word, 
which it is contemplated or intended will result from adjustments 
between the social-security fund and the railroad retirement fund, 
although the bill does not provide for such adjustments, and savings 
claimed to result from eliminating from railroad retirement benefits 
those employees with less than 10 vears of railroad service. 

Even if it be assumed that these offsets could be realized, and I 
shall speak of that later, the bill would still result in an annual net 
increase in the cost of the railroad retirement svstem equal to 1.62 
percent of the taxable payroll, or about $80 million per vear. 

I have been slow in coming to a comprehensive statement of the 
railroads’ position concerning liberalizing amendments to the Railroad 
Retirement Act because it seemed to me such a statement would be 
more readily understandable after a brief discussion of the railroad 
retirement system, as now in force, and of the social security system, 
and after some reference to certain of the more important provisions 
of H. R. 3669, the bill sponsored by the nonoperating emplovees. 

The railroad position with respect to liberalizing amendments to 
the Railroad Retirement Act can be stated quite simply: 

(1) We are unalterably opposed to any increase in taxation to sup- 
port the railroad retirement system, either directly by an increase in 
the tax rate or indirectly by an increase in the tax base. 

(2) We believe the railroad retirement system should be maintained 
on a sound financial basis and that the benefits under that system 
should not be raised to a point where the annual net cost of the 
system, on a level basis through the vears, will be in excess of its 
annual tax revenues. In estimating the annual net cost, an allowance 
would be made, of course, for the interest on the reserve fund. 

(3) If it can be shown that, under present taxes, funds are available 
to increase benefits under the railroad retirement system, or funds 
can be provided for that purpose, by proper adjustments between the 
social security fund and the railroad retirement fund, or otherwise, 
we have no objection to an appropriate increase in benefits. 

(4) There should be no increase in benefits on the theory that the 
necessary moneys will be provided by adjustments between the social 
security fund and the railroad retirement fund, or by a coordination 
between the systems, unless at the same time there is definite statu- 
tory provision for such adjustments or coordination. 

[ shall now briefly examine H. R. 3669, the non-operating-group 
bill, in the light of the railroad position which I have just stated. 
In so doing, | shall endeavor to be as objective as possible. As I 
stated on the Senate side, we do not regard this proceeding as an 
adversary one. We regard it as a proceeding of inquiry. It seems to 
us that the interests of the railroads and those of their employees, as 
well as the public interest, with which vour committee is primarily 
concerned, are substantially identical. 
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I think, if I may say so, Mr. Chairman, that your committee is 
faced with a very heavy responsibility. Perhaps, more than any 
other group or agency you are charged with the supervision and 
administration, the wise administration of the railroad retirement 
system. You sit here much in the capacity of a board of directors of 
a great life-insurance company to decide policy matters, policy matters 
of great concern to thousands and hundreds of thousands—in fact, to 
millions of people. 

In considering the advisability of providing for additional benefits 
under the railroad retirement system, the first question is whether 
there is any money now available for the payment of such benefits and, 
if so, how much? The second question is whether any additional 
money can properly be made available, without raising taxes, and if 

how much? The third question does not arise unless the first 
two, or one of them, can be answered in the affirmative. The third 
question is how to distribute any funds available, or which may be 
made available, in additional benefits—which kind or kinds of bene- 
fits should be increased and to what extent. As to this feature, there 
appears to be wide differences between important groups of railroad 
employees. 

When we speak of the financial soundness of the railroad retirement 
system, we have in mind, of course, that this system, as stated by 
Mr. Schoene, was never intended to be fully funded in the sense that 
it would always have on hand sufficient assets to liquidate all existing 
liabilities and obligations if the system suddenly ceased to operate. 
But we must bear in mind also that the theory of the railroad retire- 
ment system is that the level annual cost shall be no greater than the 
tax revenues so that the system can continue to operate indefinitely 
in such a manner as not to require tax increases in the future to 
balance excessive benefits paid in the past and thus put an unbearable 
burden or grossly unfair burden on new employees. It is by this test 
that we must judge the financial soundness of the railroad retirement 
system. 

The first feature of H. R. 3669, which I will discuss at some length, 
is the proposed increase of tax base and benefit base from a maximum 
of $300 compensation per month for an employee to a maximum of 
$400 per month. This feature is highly objectionable and enough, 
standing by itself, to condemn the bill. 

We have made a study of 10 railroads, employing about 43 percent 
of all railroad employees in the country, in order to determine what 
effect this increase in tax base would have in the way of increasing the 
payroll taxes of the railroads for the support of the railroad-retirement 
system. Mr. Monroe will speak in some detail of that study, but I 
can say now that it indicates that the proposed change in the tax base 
would increase at once, upon the effective date of the provision, the 
total of the railroad payroll taxes under the retirement system by 
approximately 13 percent or about $40 million a year for all railroads. 
In the future if the level of railroad wages should rise the percentage 
increase would be greater, with a possible maximum of 331 percent. 
Of course, there would be a corresponding increase in the taxes paid by 
those employees receiving more than $300 per month. The tax of an 
employee receiving $350 per month would be increased by 16% per- 
cent, and that of an employee receiving $400 per month or more 
would be increased by 3314 percent. 
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It will be recalled that our strong objection to the proposed increase 
in the tax base is shared by those employees who would be chiefly 
affected. Mr. Shields said that the operating employees for whom he 
spoke, and you recall that they include the engineers, firemen, con- 
ductors, and trainmen, are the ones who generally receive the higher 
wages and therefore the ones who would be primarily involved in the 
payment of the higher taxes and in the receipt of additional benefits 
resulting from the enlargement of the tax benefit base. He said that 
those employees are opposed to the proposed change. Mr. Shields was 
speaking not only for the Brotherhood of Locomotive Engineers, of 
which he is grand chief engineer, but also for the Brotherhood of 
Locomotive Firemen and Enginemen, the Order of Railway Conduc- 
tors, and the Brotherhood of Railroad Trainmen. 

Mr. O’Brien, speaking for these same organizations, told you yester- 
day that one of the chief objections to H. R. 3669 is to the raise in the 
tax base, and as I recall the testimony of Mr. Stack, which I heard; 
he took the same position. 

So far as the railroads are concerned, they can see no possible justi- 
fication for increasing their retirement payroll taxes, by one means or 
another, when those taxes are already very much higher than the cor- 
responding taxes paid by other industries under the social-security 
system. I have heretofore pointed out that the railroad tax rate Is 
now 6 percent and will increase to 6% percent on January 1, 1952, and 
then remain level, whereas the tax rate of other industries under the 
social-security system is only 1!: percent and will not reach the peak 
of 3% percent until 1970, after which it will remain unchanged. 

In a word, other industries pay only about one-fourth as much pay- 
roll tax for retirement purposes as that paid by the railroads and even 
after their tax rates have reached the maximum in 1970 they will pay 
only about one-half as much. 

Under these circumstances, it seems almost fantastic to suggest an 
increase in the railroad taxes for retirement purposes. In this con- 
nection, it is interesting to keep in mind that the impact upon the 
charges to the public for railroad services of the payroll taxes which 
the railroads pay to support the retirement system is grotesquely out 
of line with the impact upon the prices of the products of other indus- 
tries of their payroll taxes under the social-security system. This is 
due not only to the discriminatory tax situation already referred to 
but also to the fact that in the railroad industry the payroll tax cost 
is a much larger part of gross revenue than in the case of industry 
generally. In 1949, the railroad payroll was 51.5 percent of the total 
revenues which the railroads received for their services. I speak here 
of gross payroll rather than taxable payroll because that is the only 
figure I have readily available and it will serve present purposes. For 
all manufacturing industries the payroll was only 21 percent of the 
sale price of products. Thus, for manufacturing industries on the 
average the payroll tax of 1}: percent under social security is only 
about 0.3 percent of the selling price of the products. In sharp con- 
trast, the 6-percent payroll tax of the railroads under the retirement 
system is about 3 percent of the selling price of their services, or about 
10 times as much as in the case of the manufacturing industries. 

As this committee knows, the railroads are now before the Interstate 
Commerce Commission seeking an increase in their freight rates to 
meet the costs of the recent heavy increases in wage rates and of the 
increased prices for materials and supplies. 
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If their payroll taxes are raised by $40 million per vear the freight 
rates must be raised just that much higher. There is nowhere else to 
turn for the money. 

The financial situation of the railroads is very unsatisfactory at this 
time and has been unsatisfactory throughout the postwar period 
despite the relatively high levels of traffic which have prevailed. 
During the five postwar vears 1946-50, the annual rate of return 
earned by class I railroads on their depreciated investment was only 
3.5 percent on the average. And this unsatisfactory condition is not 
a recent development. The railroads have been low earners for a 
very long time. Their average return on depreciated investment 
for the 30-year period 1921-50, was only 3.64 percent. Other indus- 
tries have been much more fortunate. During the postwar years 
1946-50, according to the figures published by the National City 
Bank of New York, manufacturing industries on an average have 
earned an annual return of 15.7 percent on their net assets. On the 
same basis and for the same period, the railroads have earned an 
annual return of only about 4 percent. The return of 4 percent just 
mentioned is based upon net assets whereas the 3.5-percent return 
I spoke of a minute ago is based upon depreciated investment. That 
accounts for the difference in the figures. 

I do not intend to take up the committee’s time discussing the 
railroad financial situation which will be dealt with by Mr. Monroe. 
What I have said is enough to show how wholly unwarranted would 
be an increase in the railroad payroll taxes to support the railroad 
retirement system by enlarging the tax base from a maximum of 
$300 per month to $400. In this connection, the committee will re- 
member that the maximum wage used as the tax base under the social- 
security system is $3,600 per year. If the proposed $400 per month 
maximum should be established in the railroad industry, the result 
would be an annual maximum of $4,800. And this would come on 
top of the differences in tax rates with which you are familiar. 

Before leaving the subject of the proposed change in the tax base 
there is another point I would like to make, and one which I regard as 
quite an important one. It would be difficult to conjure up any 
proposal to amend the Railroad Retirement Act which would fail 
more completely than the increased tax base proposal to serve the 
avowed purpose of amending the act at this time or which would 
place a heavier burden on the railroads to obtain a smaller benefit, 
if any, for the employees. You will recall that the reason which has 
been advanced for amendments at this time is that we are in a period 
of high living costs and therefore annuities are now inadequate. But 
the change in the tax base from $300 to $400 per month, although 
it would cost the railroads some $40 million a year, and cost certain 
employees an equal amount, would have no significant effect what- 
ever on benefits at this time or for a very considerable number of 
years in the future. If the change were made effective the first of 
next January, and a man with 30 vears of service and a salary of $400 
per month should retire a year later, he would have paid $6.25 extra 
retirement tax for each of 12 months and his annuity upon retirement 
would be increased only by $1.40 per month. It would be almost 
5 years after his retirement and almost 7 vears from now before he 
would get his tax money back in increased benefits. Obviously, such 
a proposal carries no promise and no possibility of relief from existing 
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conditions of high living cost. Indeed, the effect would be quite the 
opposite—the effect would be to increase the tax burden of the 
employee during this period of high living cost and leave him with 
less to meet his expenses. 

And it will not be overlooked by your committee that many years 
from now when the increased tax base began to be reflected signifi- 
cantly in additional benefits, those additional benefits would go, not 
to those employees with relatively low annuities and relatively greater 
need, but instead to those employees with relatively high annuities. 
Again, it will be remembered that, as Mr. Shields stated so positively, 
those employees do not want the tax base increased and their tax 
increased accordingly. On the Senate side the only reason or excuse 
that was advanced for this increase in tax base was that it would give 
the higher-paid railroad employees an opportunity to make a ood 
investment. 1 do not take that as any legitimate obligation of the 
railroad-retirement system. 

It may be doubted, I think, whether any considerable number of 
railroad employees, in the relatively high-paid groups or in the rela- 
tively low-paid groups, would like to see the tax base increased. 
Mr. Clarence B. Carter, national secretary, Railroad Pension Con- 
ference, said at the Senate hearing—I could not tell whether he said 
it here or not, because I could not hear everything he said—that he 
talked to any number of workers about this proposal and that 
most of them sharply disagree with it. Mr. Stack, president 
of the National Railroad Pension Forum, testified that his people 
were strongly opposed to it. 

Mr. Murray W. Latimer, of whom I shall speak agein later, may 
properly be called the father of the railroad-retirement system. He 
was the promoter of the system, the architect of its structure, and 
for many years its chief administrator. On page 27 of the prepared 
statement submitted by him at the Senate hearing it was pointed out 
it would be ‘“‘extremely unwise to contemplate any increase in the 
railroad taxes.” 

I do not wish to give an undue amount of time, Mr. Chairman, to 
that one feature of the bill which would raise the tax base, but we do 
regard it as of the utmost importance. Certainly it would be a serious 
mistake to change this system in which we are all so much interested 
in such a way as to bring great dissatisfaction to the operating em- 
ployees, those employees chiefly affected by the proposed change in 
the tax base, and to the railroad companies. 

There is, moreover, another point to be borne in mind. It has been 
suggested that the increase in tax base would make more money 
available for increasing benefits to everybody because of the bent 
formula of benefits that we have heard so much about, but the fact 
is that the increase in the tax base would not have a very significant 
effect of that kind. 

There are tables which were submitted on the Senate side, and which 
I wish to submit here on the House side, prepared by the actuaries of 
the Railroad Retirement Board, that indicate that the cost of H. R. 
3669 would be 14.12 percent of the taxable payroll if the tax base were 
increased to $400, and 14.30 percent without the increase in tax base. 
That would be only a difference of 0.18 percent of the payroll, which 
is not significant when it comes to increasing benefits. I hope this 
committee will decide at the beginning of its consideration of this bill 
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to eliminate any proposal to increase taxes, which are certainly high 
enough now. , 

I turn now to a consideration of the effect of H. R. 3669 and H. R. 
3755 upon the financial soundness of the railroad retirement system. 
In all quarters, with the exception, perhaps, of Mr. Stack, president 
of the National Railroad Pension Forum, and his associates, who did 
not appear adverse to a governmental subsidy, there is complete 
agreement in the belief that the financial soundness of the railroad 
retirement system must be protected at all hazards in order to avoid 
disaster. Mr. Leighty, speaking for the nonoperating employees, 
and Mr. Shields, speaking for the operating employees, the Railroad 
hetirement Board, Mr. Latimer and all of the actuaries who appeared 
(and a number of the actuaries appeared on the Senate side who did 
not appear here), all found common ground on the point of the neces- 
sity of a sound financial railroad retirement system. 

As a first step in considering the effect of the increased costs pro- 
posed in these bills, it would seem logical to examine into the situation 
under existing law in order to ascertain whether there is now any 
excess of income over level cost which could be used to absorb the 
greater cost proposed by the biils. 

While he was on the stand on May 1, at the Senate hearing, Mr. 
Joseph Musher, chief actuary, Railroad Retirement Board, submitted 
two tables which purported to show, respectively, the cost of the pres- 
ent system, assuming a taxable payroll of $4.6 billion, and the cost 
assuming a payroll of $5.2 billion. The economist for the Board had 
estimated $4.6 billion as the minimum level future taxable payroll to 
be anticipated and $5.2 billion as the maximum. ‘The net cost of the 
present system, assuming the smaller payroll, was shown as 12.80 
percent of the payroll and the net cost of the system, assuming the 
larger payroll, was shown as 12.18 percent. I ask that Mr. Musher’s 
two tables, copies of which I have given the clerk, be made a part of 
this record. 

Mr. Chairman, I submitted to you and to the members of the com- 
mittee, along with my prepared statement a number of tables enclosed 
in a folder. You will find the first table enclosed in that folder is 
headed, “Table attached to report dated April 21, 1951, of the majority 
of the Railroad Retirement Board to Chairman Crosser, purporting 
to show the cost of H. R. 3669.” 

That, Mr. Chairman, is already in the record, as I take it, because 
it is attached to the report made to you, but the second series of tables 
in this folder, which is marked “A,” is made up of the three tables 
which Mr. Musher introduced on the Senate side, and which I am 
speaking of now. 

You wil! notice from the first page—it is marked “A-1,” if you have 
these tables before you—that on the basis of a payroll of $4.6 bilhon 
the cost of the present system is shown as 12.80 percent of the payroll, 
and on page 2, based on a $5.2 billion payroll, the cost is shown as 
12.18 percent. 

Mr. Musher said that it was not entirely realistic to use either of 
these payrolls, the maximum anticipated or the minimum, but that a 
figure midway between the two should be used. In any event, in my 
letter of April 30, 1951, to the chairman of the Senate subcommittee, 
J requested that he direct the Board’s actuary to submit an estimate of 
the cost of the system as now in force. In response to my letter, Mr. 
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Matscheck, Director of Research of the Railroad Retirement Board, 
addressed a letter to the chairman of that committee under date of 
May 5, 1951, which was made a part of the Senate record. 

I ask that my letter of April 30, and Mr. Matscheck’s response of 
May 5, copies of which I have given to the clerk, be made a part of 
this record at the end of my statement. 

Now, the letters to which I refer are marked “B.” 

Mr. Chairman, if you will look at the table on page 2 of the paper 
marked “B” in the folder, which is Mr. Matscheck’s letter of May 5 to 
Senator Douglas, you will see that the cost of the existing system is set 
forth as 12.6 percent of the taxable payroll. The payroll tax, as the 
committee will recall, if 12.5 percent of the taxable payroll. This 
table on page 2 of the table that is marked “B” is based on a taxable 
payroll of $4.9 billion, which is stated in Mr. Matscheck’s letter as 
‘in accordance with our latest thinking on payrolls.” In other words, 
this is not an old estimate; it is a brand-new estimate based on the 
latest judgment of the actuaries and economists of the Railroad Re- 
tirement Board. 

Mr. Matscheck and Mr. Musher have stated to us that this payroll 
of $4.9 billion takes into account the wage rate increases to date, in- 
cluding the increases to the operating employees which are not yet in 
effect. 

Mr. Chairman, if, as shown on the table in Mr. Matscheck’s letter 
of May 5, 1951, the net cost of the present system is 12.6 percent of 
the payroll, or 0.1 greater than the taxes to support the system, then 
manifestly nothing more is needed to demonstrate that there is no 
money available for the increased costs which would result from 
H. R. 3669 or H. R. 3755, or any other proposed amendment. 

In referring to Mr. Matscheck’s letter, it will be borne in mind that 
H. R. 3669 is identical with S. 1347 and that H. R. 3755 is identical 
with S. 1353. 

During the course of the hearings on the Senate side, a number of 
actuaries appeared in addition to Mr. Musher, including Mr. Robert 
D). Holran, a member of the Actuarial Advisory Committee, Railroad 
Retirement Board, nominated by the carriers; Mr. Donald M. Over- 
holser, associate of George D. Buck, member, Actuarial Advisory 
Committee, nominated by the employees; Mr. Murray W. Latimer, 
the Chairman of the Railroad Retirement Board for many vears; and 
Mr. Dorrance C. Bronson, actuary for the operating brotherhoods. 

Mr. Murray W. Latimer appeared for himself and not in a repre- 
sentative capacity. 

The actuary for the Railroad Retirement Board and the members 
of the Actuarial Advisory Committee of the Board appeared as wit- 
nesses at the direction or suggestion of the chairman of the Senate 
subcommittee, who naturally, in view of his responsibilities, wanted 
to get advice from the actuaries. 

No one of these witnesses, with the exception I shall speak of in a 
moment, even suggested that Mr. Musher’s estimate of the cost of 
the present system was too high or that there was one dollar of margin 
available under the present system for the payment of additional 
benefits. 

Mr. Latimer testified before your committee the other day that the 
present system is loaded to capacity with the present benefits. I 
obtained the impression that these gentlemen, with the exception, 
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perhaps, of Mr. Bronson, thought that Mr. Musher’s estimate of the 
present cost was on the low side. In any event, Mr. Bronson was 
the only actuary to suggest that any reduction could be made in the 
cost estimate. His suggestion was that the estimate might well lx 
reduced by 0.46 percent of the pavroll because it failed to give enough 
weight to the fact that there has been a shift of earnings into the 
higher brackets of taxable compensation. It is not necessary to stop 
to inquire into the merits of this contention because the claimed saving 
of 0.46 percent of the taxable payroll is a mere fraction of the additiona! 
cost of either H. R. 3669 or H. R. 3755. 

However, I should point out that Mr. Matscheck, director of re- 
search for the Railroad Retirement Board, fully considered Mr. 
Bronson’s point and found it without merit. In that connection, he 
addressed a letter, dated May 18, 1951, to the chairman of the Sen- 
ate subcommittee, which you will find marked “C” in the folder of 
papers which I gave to you. I refer you to pages 13 to 16 of exhibit 
C. 

Let us consider now the cost of H. R. 3669 and the effect of the 
passage of that bill on the financial soundness of the railroad-retire- 
ment system. 

The net cost of the bill, as set forth in the report of April 24, 1951, 
of the majority of the Railroad Retirement Board to the chairman of 
this committee, is 14.13 percent of the taxable payroll. This takes 
into account the $400 per month tax base provided by H. R. 3669 
and assumes a payroll of $5.2 billion. 

In table No. 3, submitted by Mr. Musher at the Senate headings— 
and that is a table which I have marked ‘‘A”’ in my folder, it is the 
third page of the tables marked “A,” there is a slight change made 
in the estimate and the net cost is shown as 14.12 percent of the 
payroll instead of 14.13 percent as shown by the majority of the 
Board. This 14.12 percent is the same figure which was shown in 
Mr. Matscheck’s letter of May 5, 1951, to Senator Douglas, that 
letter bemg in response to questions set forth in my letter to the 
Senator of April 30, 1951. 

I have already made a part of this record my letter of April 30 
and Mr. Matscheck’s response of May 5. They are marked ‘Exhibit 
B” and will be printed in the record following my testimony. 

This net cost of S. 1347, identical to H. R. 3669, took into account 
not only the increased benefits provided by the bill but also certain 
assumed set-offs to which I have already referred. One set-off rep- 
resented alleged savings to be obtained by changing the postretire- 
ment work clauses of the present law and the other represented al- 
leged savings to be obtainable by making certain adjustments between 
the social-security fund and the railroad-retirement fund and elimi- 
nating employees with less than 10 years’ railroad service from ben- 
fits under the railroad-retirement system. After assuming all of 
those set-offs, still the cost was more than 1's; percent of the payroll 
greater than the tax revenue. 

I shall later have something to say about these set-offs. Already 
I have pointed out that although the cost of the estimate reflects 
savings based on the transfer of funds between the two accounts, the 
bill does not provide for such a transfer but merely for a study in 
that connection. 
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For present purposes, however, I shall assume the validity of the 
claimed set-offs and of the estimated cost of 14.12 percent of the pay- 
roll, or 1.62 percent more than the tax revenue 

That increase in cost would be enough to wreck the railroad re- 
tirement system. 

On May 2, at the Senate hearing, Mr. Musher, upon the suggestion 
of the chairman, introduced a table in the record headed “Illustrative 
projections of taxes and disbursements and progress of reserve under 
S. 1347, excluding and including adjustments with the OASIT fund.” 
That is the social-security fund. 

The same table was introduced at this hearing by Mr. Leighty. 
From this table, which you will find marked “E,” and included 
among the tables of which I gave you copies, it will be seen that, as- 
suming that all offsetting savings that are claimed, the reserve would 
be exhausted shortly after 1995. You see on the right hand side of 
the table, gentlemen of the committee, that shortly after 1995 there 
would be no reserve fund whatever. 

Now, if you look at the table marked “‘H”’ of the tables that I have 
handed you, you will see the same kind of projection shown, but you 
will see that in addition there appears after each year the total 
liability that the system would have accumulated, and you will find 
that at the time the reserve fund would disappear around 1955, 
there would be a liability against the system of over $16 billion, and 
not one dollar to meet it. 

The significance of such a situation can be quite readily overlooked. 
LT asked Mr. Musher, the actuary, while he was on the stand—on the 
Senate side we were permitted to question each other; it was some- 
thing like a lawsuit—what taxes would be necessary if they wanted 
to continue the system with the benefits provided by the bill, after 
the reserve fund became exhausted. He said that a tax of approxi- 
mately 20 percent of the payroll would be necessary. That shows what 
wrecking a system of this kind would mean. If you begin to wreck 
the system by paying excessive benefits, you cannot at any time that 
you want to in the future make it sound again by raising taxes. It 
may be gone beyond recall. 

Mr. Hesevron. Who made that statement? 

Mr. Forr. Mr. Musher, the chief actuary of the Retirement Boacd. 
He testified, as I bave said, that to continue the system after the re- 
serve has become exhausted would require a payroll tax in the neigh- 
borhood of 20 percent of the payroll. Of course, such a tax would 
be impossible, and the system would fail. 

Here is the point that Ll am very anxious to make: The records show 
that the value of benefits under the railroad retirement system to a new 
entrant who goes into the employ of a railroad is about 7.8 percent of the 
taxable payroll. That is the value of the benefit to which he can look 
forward. All employees would be new entrants in 1995. Why should 
they pay 10 percent of the payroll in taxes when the value of the 
benefits they are to receive would be only 7.8 percent? 

The railroads would pay an additional tax of 10 percent of the 
payroll. We would be presented with the amazing picture of a 20- 
percent tax producing benefits with a value of only 7.8 percent of the 
payroll. The balance of the tax, or three-fifths of the total tax, would 
be required to take care of the liability resulting from excessive 
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benefits which would have been paid in the past. This makes it clear 
that, contrary to what was suggested by some of the witnesses sup- 
porting H. R. 3669, it would not be possible, beyond a certain point, 
to remedy in the future by increasing taxes, an unsound condition of 
the railroad retirement system caused by excessive benefits over a 
period of years. 

There is another point, Mr. Chairman, that I would like to make in 
that connection. When we speak of wrecking the railroad retirement 
system, or of the insolvency of the railroad retirement system, we 
appear to be speaking of quite an impersonal thing, buf that creates a 
false impression. What we are really talking “about is requiring 
emplovees in the future to meet an intolerable burden to pay for 
excessive benefits that would have been paid to others in the past. 

I have called attention here to what might be said to be a very 
extreme case, where the future employee would theoretically be re- 
quired to pay greater taxes than the total value of his benefits, al- 
though the railroad, too, is paying the same tax that he is paying. 
Of course, an employee would not do that, and the system would fall 
of its own weight. 

Not a single actuary appeared as a witness on the Senate side who 
claimed that S. 1347 would result in a sound financial retirement svs- 
tem. None has appeared on the House side to say that the identical 
bill, H. R. 3669, would result in a sound system. Both Mr. Holran 
and Mr. Overholser said that Mr. Musher’s estimate of 14.12 percent 
of the payroll as the cost of S. 1347, even making allowance for the 
so-called setoffs, was on the “low side.”’ 

Mr. Holran said during the Senate hearing: 

I think Mr. Musher indicated that they were to be taken in any event as pretty 
nearly minimum estimates, without any appreciable intentional margin of safety. 
That is, vou might say, it was at the low end of the range of plausible estimates, 
and thet it would be very unlikely, in my opinion, that the costs would be less 
and quite likely that the costs would be somewhat more. 

Mr. Overholser said that the plan embodied in S. 1347, identical 
with H. R. 3669, ‘“‘would go on the recks. That is definite.” He 
said further if he were a member of a railroad union he would be 

seared about this plan.”’ 

Again Mr. Overholser said: 


There is not enough money coming in now to pay the benefits under the new 
bill. I think IT am safe in saving that. And I am allowing a very great margin 
for error in that assumption. There are times when you can be a little dogmatic. 


Mr. Overholser’s testimony is replete with statements of similar 
import. I have already directed attention to the fact that Mr. Over- 
holser is an associate of Mr. Buck, a member of the Actuarial Ad- 
visory Committee, nominated by the railroad employees, and Mr. 
Holran is a member of the Actuarial Advisory Committee who was 
nominated by the carriers. Mr. Musher, as I have said, is Chief 
Actuary, Railroad Retirement Board. 

Gentlemen of the Committee, the Actuarial Advisory Committee 
is a committee set up by the statute to advise the Railroad Retire- 
ment Board on actuarial matters. I am not in a position to make 
any suggestions to this committee, but the committee might, | should 
think, be interested in hearing from the actuaries, upon whom the 
statute puts this duty of advising the Railroad Retirement Board as 
to actuarial methods. 
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Mr. Holran pointed out that if H. R. 3669 should become the law 
the unfunded liability of the railroad retirement fund would be in- 
creased in the neighborhood of $1.5 billion and would become about 
$9 billion. 

In this connection he called attention to the unanimous admonition 
of the Actuarial Advisory Committee, including Mr. Russel Rhea, 
the United States Treasury actuary, against any further increase of 
the unfunded lability. That admonition was contained in their 
report of December 23, 1949. 

In response to a question of the chairman of the Senate subcom- 
mittee as to whether 5. 1347, identical with H. R. 3669, would put 
too severe a strain on the solvency of the system, Mr. Holran an- 
swered, “Yes, sir.’ 

Mr. Murray W. Latimer, in his prepared statement on the Senate 
side, and I think his statement on this side was exactly the same, but 
I have not had an opportunity to examine it carefully, said: 

Either the railroad retirement system will collapse or there will be a Government 
subsidy. A Government subsidy is preferable to collapse. But it is surely the 
height of folly to drift into the path of Government subsidy without intention, 
through the back door, and under the mistaken impression that the path being 
taken leads elsewhere. 

Again Mr. Latimer characterized the bill, from the standpoint of 
financial soundness, “‘as the extreme of recklessness.”” From a read- 
ing of that part of Mr. Latimer’s prepared statement under the 
heading “Reckless financing,” beginning on page 19, it seems obvious 
that Mr. Latimer believes that the assumed payroll of $5.2 billion, 
used in the cost estimate, is too high. 

I shall discuss payrolls later. The point I mean to make now is 
that Mr. Latimer said in his prepared statement, that S. 1347 would 
be sound financially, even assuming the offsets, only if the payroll 
“rises to the equivalent of $7.6 billion in perpetuity.” He charac- 
terized such a payroll as a “fantastic assumpt ion. " Mr. Latimer’s 
entire treatment of the financial situation which would be brought 
about by S. 1347, identical with H. R. 3669, is ainsi the most careful 
study and consideration. It bristles with warnings and danger 
signals. 

Mr. Chairman, as I have said before, our only interest in this 
matter is to find out what the facts are and what the possibilities are. 
We have approached the proposed legislation entirely from that 
point of view, and the testimony from the actuaries and from the 
experts has been such as to cause us considerable alarm, and to make 
it very clear to us there must be a much more thoroughgoing study 
and investigation than has been made up to this time. It seems 
very clear to us that it would be a reckless thing to enact either of the 
bills that are before you in their present form. I think you are just 
about at the beginning instead of the end of the inquiry. 

Even Mr. Bronson, the actuary for the operating group, said in 
his testimony before your committee that H. R. 3669 would make the 
system unsound. From what I have said it would seem plain that 
H. R. 3669 would set up a retirement system which would inevitably 
collapse because of its financial unsoundness. 
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Let us examine for a moment what is said on the other side of this 
question. In their report of April 24 to Chairman Crosser, the 
majority of the Railroad Retirement Board conceded that— 

There is a difference of about 14 percent between the total tax rate and the esti- 
mated actuarial level cost of the system as it would be amended by the bill. 

But the majority stated that in its opinion— 


This does not require an increase in the tax rate to maintain the system on a 
financially sound basis 


and continued 

The railroad retirement system was in a similar position in 1948. During the 
hearings on the bill which was later enacted as Public Law 744, Eightieth Con- 
gress, it was shown that the increase in retirement annuities then proposed would 
result in a total cost of a little over 1 percent above the established tax rate. 
Then, as now, the Board concluded that the enactment of the 1948 amendments 
would not impair the financial soundness of the railroad retirement system. 
Congress was of the same opinion, and the 1948 bill was enacted. Within a very 
short time thereafter, both the Board and the Congress were vindicated. The 
latest actuarial valuation of the railroad retirement system shows it to be finan- 
cially sound. 

Representatives of the nonoperating employees took very much the 
same position at the hearings. And Mr. Bronson, actuary for ‘he 
operating employees, assumed a “1 percent tolerance.” 

The thought seems to be that since the actuarial estimates cannot 
be made with precision, they are likely to be 1 or 1% percent out one 
way or the other. If this be true, certainly it affords no justification 
for paying benefits which are 143 percent higher than the estimated 
cost. Theoretically, the estimated cost is as likely to be 1 or 14 per- 
cent too low as it is to be 1 or 13 percent too high. Certainly, if the 
alleged uncertainties exist, prudence demands that it be assumed that 
the estimates are too low rather than too high. 

As a matter of fact, moving away from theory to the facts of this 
particular case, there is every reason to believe that the estimate of 
14.12 percent as the net cost of 5. 1347, the same as H. R. 3669, is too 
low rather than toe high. 

As I have pointed out, both Mr. Holran and Mr. Overholser regard 
the estimate as on the low side. Mr. Holran said 
* * * Tt would be very unlikely, in my opinion, that the costs would be less 
and quite likely that the costs would be somewhat more. 

Mr. Matscheck, when asked by the chairman of the Senate sub- 
committee whether it was 
true that in your computations you generally overstate costs by one percentage 
point— 
replied 
We state it as accurately as possible, to the hundredths percent. 

It is clear from the report of the majority of the Board and from 
the testimony in this case that the proponents of the 1 percent or 1), 
percent tolerance rely on the experience in connection with the 1948 
amendment when, it is claimed, the costs, according to the estimates, 
exceeded the tax revenue by about 1 percent, but that subsequent ex- 
perience showed that the system actually came into balance. 

However, the record here leaves no doubt that the 1948 experience, 
to which reference was made, has no possible applicability to the 
present situation, 
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Mr. Musher pointed out that the estimates of cost in connection 
with the 1948 amendments were based on the use of a very conserva- 
tive payroll of $3.5 billion, although the actuaries estimated a range 
for the payroll of between $3.75 billion and $4.25 billion. 

He said that the situation is wholly different with respect to the 
present estimates. I quote from his testimony: 

The kind of margin, shall we say, that was available in the cost estimate for 
deferred valuation, in being able to supply, if vou wish, the retirement-benefit 
increase of 20 percent in the 1948 amendments, is no longer present in connection 
with the present amendments, because in accordance with the best judgment of 
the Board’s economists, we are not working now with any margin in the payroll. 

It will be recalled that the payroll used in the estimate of 14.12 per- 
cent for H. R. 3669 was the upper limit of a range between $4.6 billion 
and $5.2 billion estimated by the economists for the Board. 

In connection with the so-called 1-percent theory which would seem 
to be so lacking in merit as to fall of its own weight, I wish to call 
attention to the following from Mr. Latimer’s prepared statement 
submitted to the Senate committee: 

It is wholly misleading to say this kind of financing is ‘‘sound”’ on the principles 
underlying the 1946 amendments. 8S. 1347 returns the railroad retirement system, 
if it is not there now, to the situation which existed before the 1946 amendments. 
That situation was not intended to exist, and the 1946 amendments had as one 
major purpose its correction. Even if it were sound deliberately to return to the 
railroad retirement system to deficit financing, surely it is wrong to recommend 
that the Congress do this on the assurance that in so doing past actions and past 
principles are being maintained. 

Up to this point, on considering the question of the financial sound- 
ness of H. R. 3669, I have assumed a net cost of 14.12 percent of the 
taxable payroll. As I have already explained, this involves certain 
offsets against the increased benefits, one of which is an alleged saving 
to be obtained by changing the postretirement work clause, and the 
other of which is an alleged saving to the railroad retirement fund to 
be brought about by making certain transfers between the railroad 
retirement funds and the social security fund for the purpose of 
placing the social security fund in the same position in which it would 
be if railroad employees had been subject to social security and not 
covered by a separate system, and by eliminating employees with less 
than 10 years of railroad service from benefits under the Railroad 
Retirement Act. 

Mr. Matscheck’s letter of May 5 to Senator Douglas, answering 
certain questions in my letter of April 30, which is a part of the re ‘cord 
of this hearing (exhibit B following my testimeny) stated that 
these savings total 2.96 percent, of which 2.02 percent is due to the 
transfer of moneys between the funds and the elimination from rail- 
road retirement benefits of employees with less than 10 years’ service, 
and 0.94 percent is due to the change in postretirement work clause 
provisions. 

It is readily apparent, therefore, that in the absence of the feature 
having to do with transfers between the railroad retirement fund and 
the social security fund and the feature having to do with employees 
with less than 10 years’ service, the cost of H. R. 3669 would be not 
14.12 percent of the taxable payroll, but 16.14 percent. 

In view of what I have already said about the disastrous effect which 
the cost of the 14.12 percent would have upon the soundness of the 
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svstem, it is unnecessary to belabor the point that a cost of 16.14 
percent would bring disaster in a much shorter period of time. 

Again in this connection I should point out that although the bill 
makes no provision for the transfer of funds, nevertheless the cost 
estimate anticipates there will be such a transfer and takes into ac- 
count resulting savings. Assuredly, this could have no rational basis. 

I should call attention to the fact here that there is a great difference 
of opinion about what savings could be brought about by a coordination 
between social security and railroad retirement. I have indicated 
that Mr. Musher, of the Railroad Retirement Board, thought that there 
might be a saving of about 2 percent of the payroll if that coordination 
involved eliminating men with less than 10 years’ service from railroad 
retirement benefits. Of course, you could have coordination without 
doing that. 

Mr. Meyer, who is chief actuary for the social security system, 
submitted a paper to your committee which I hope you will have an 
opportunity to read, in which he found himself in complete disagree- 
ment with Mr. Musher as to the possible savings, and in which he said 
that at least 1 percent of the claimed savings, by reason of the 
transfer, could not be made in his judgment. (That paper follows 
my testimony and is marked “Exhibit G.’’) 

You will recall also that the Budget Bureau and the Social Security 
Administrator both thought that the type of coordination by the trans- 
fer of money between funds, which is contemplated apparently in 
H. R. 3669, although not provided for in that bill, would not be a 
feasible or practical tvpe of coordination at all, and Mr. Latimer was 
of the same view. They all thought it would be possible to work out 
some kind of coordination, and most of them seemed to think that if a 
reasonable coordination were worked out, it would result in some 
savings to the railroad retirement fund. But it has not been done, 
and it would require considerable inquiry, investigation and study to 
find out what form of coordination is feasible and practical, and what 
savings might be expected to result from it. 

I have already endeavored to show that the cost of 14.12 percent 
of the payroll, for H. R. 3669, which is the estimate appearing in the 
report of the majority of the Railroad Retirement Board, would ex- 
ceed tax revenues by 1.62 percent of the payroll and would be great 
enough to wreck the railroad retirement system. That estimated cost 
made allowances totaling about 2.96 percent of the payroll as off- 
setting savings claimed to result from adjustments between the rail- 
road retirement fund and the social! security fund, from the elimination 
from railroad retirement benefits of men with less than 10 vears’ 
railroad service and from the more drastic post-retirement work 
clauses. The point I wish to make now is that there is no justifica- 
tion for taking these alleged savings into account. If they are not 
taken into account the cost of H. R. 3669 would be substantially 
higher than 14.12 percent of the payroll, reaching 16 or 17 percent. 
You will recall that the bill makes no provision for an adjustment 
between the railroad retirement fund and the social security fund but 
merely provides for a study in that connection. It will also be recalled, 
as I have stated at some length, that a number of experts have 
expressed the view that the adjustments apparently contemplated 
by the bill would not bring about a practical or feasible coordination 
between social security and railroad retirement and that such coordi- 
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nation remains to be developed and will require additional study and 
investigation. With respect to the post-retirement clauses, much 
dissatisfaction has been expressed by certain groups of employees. 
I do not know whether or not they are right. I think that in determin- 
ing the kind of benefits to be paid the views of the employees are en- 
titled to great weight if the employees can reach substantial agree- 
ment on the point. Apparently they have failed to do so. There is 
also serious disagreement among the employees concerning the pro- 
posal to eliminate from railroad retirement benefits men with less than 
10 years’ railroad service. These circumstances show how unrealistic 
it is to assume the savings of 2.96 percent of the payroll as was done 
by the majority of the Railroad Retirement Board. However, even 
if such savings are assumed, it is still true that the cost of the bill, 
14.12 percent of the payroll, is entirely too high for the system to 
carry. 

Coming for a moment to H. R. 3755, the operating bill, identical 
with S. 1353, I call attention to the fact that the net cost of that bill, 
as shown in table 1 introduced on the Senate side by Mr. Musher on 
May 1, is 16.14 percent of the payroll, based on a payroll of $4.6 
billion, and 15.30 percent of the payroll as shown on table 2, intro- 
duced by Mr. Musher on the same date, based on a $5.2 billion pay- 
roll, (exhibit A following my testimony). 

Thus it appears that H. R. 3755 in its present form would result 
in level costs from 2.8 percent to 3.64 percent of the payroll higher 
than the tax revenues. 

Mr. O’Brien, speaking for the operating group, stated toward the 
end of the Senate hearings that if funds were not available to pay the 
full amount of the benefits provided by 5S. 1353, identical with H. R. 
3755, it would, of course, be necessary to reduce the benefits provided 
in the bill so they would fall within the possibilities of a sound system. 
He suggested that the retirement benefits might be increased by 
16% percent instead of 25 percent, leaving other benefits unchanged, 
thus producing an over-all increase in benefits of about 14 percent, 
at a cost of 1%, percent of the payroll. 

Mr. Shields and Mr. O’Brien took the same position at this hearing. 

In assuming the availability of 1°; percent of the payroll, the wit- 
nesses for the operating group took for granted the 1 percent tolerance 
to which I have already addressed myself and which I have shown has 
no possible warrant. They also assumed a payroll of $5.2 billion, 
with a maximum tax base of $300 per month, rather than a payroll of 
$4.9 billion which the Railroad Retirement Board economists and 
actuaries believe to be the proper one. 

By assuming the $5.2 billion payroll, a cost of 12.18 percent was 
obtained for the present system rather than a cost of 12.60 percent 
which the Railroad Retirement Board actuaries regard as the correct 
one. This made it appear that there was .42 percent of the payroll 
available, which in fact is not available. The other .46 percent of 
the payroll included in the total of 1% percent assumed as available 
for additional benefits, was the saving which Mr. Bronson thought 
could be estimated because of the change in what I believe he called 
wage patterns. 

So that of his 1% percent, 1 percent is merely an assumed tolerance; 
42 percent is a misconception of the present cost and of the proper 
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payroll, leaving. only a dubious .46 percent for the changing wage 
patterns. 

Mr. Matscheck said that even this last item is without merit. Ac- 
cordingly, there is nothing left of the 154 percent of the payroll assumed 
to be available for paving a 16% percent increase in retirement benefits. 
Thus, it is clear that S. 1353, which is identical with H. R. 3755, would 
seriously endanger or destroy the solvency of the railroad-retirement 
system. 

Before concluding my statement on the cost feature, | would like 
to make a few comments on the subject of future payrolls. It goes 
without saving that no one can estimate the future railroad payrolls 
with certainty or precision. The record indicates strongly, however, 
that the payrolls estimated by the Railroad Retirement Board’s 
economist, and the actuary, Mr. Matscheck and Mr. Musher, are at 
least high enough and probably too high. We know that the taxable 
payroll for 1950 was approximately $4.7 billion, as compared with a 
corresponding future payroll of $4.9 billion used by them. We know 
that we are in a period of very heavy traffic due to abnormal war con- 
ditions and a period of inflation and high wages due to the same cause. 
We know that, as pointed out in detail by Mr. Latimer on the Senate 
side (and we assume he will do the same thing at this hearing) the 
transportation industry is not keeping pace with the expansion of the 
economy generally and the railroad industry is not keeping pace with 
the expansion in the transportation industry. 

In this connection I wish to point out that the railroads’ proportion 
of the total freight and passenger traffic of the country is declining. In 
1926 the railroads handled 77.2 percent of the ton miles of commercial 
intercity freight traffic. By 1949 this percentage had dropped to 61.5 
percent. As to commercial intercity passenger traffic, in 1926 the 
railroads carried 75.7 percent of the total whereas in 1949 they carried 
only 54.2 percent. It should be understood that the passenger figures 
do not make any allowance for the enormous diversion of railroad traf- 
fic to private automobiles. 

We know that there has been and probably will continue to be a 
constant improvement in the productivity of the railroad industry 
measured by traffic units per man-hour. In 1921 traffic units handled 
per employee man-hour averaged 92 and in 1950 that average had 
increased to 227. One would have to be optimistic indeed to imagine 
that the number of railroad employees over the future years will remain 
at the high levels of today. 

Even, however, if it be assumed that over the level future the num- 
ber of railroad emplovees will remain as high as it is now, that is to 
say, 1,455,000, the maximum taxable payroll, that could be reached, 
under the $300 tax base, would be $5.3 billion even if all employees 
should have earnings of $300 or more every month. Of course we 
know that at the present time, even with the recent wage increases and 
the general atmosphere of inflation, about 46 percent of railroad em- 
plovees do not earn as much as $300 per month. Under these cireum- 
stances, the estimate of the Railroad Retirement Board’s economist 
of a future level taxable payroll of $4.9 billion, on the $300 tax base, 
seems to be clearly on the high side. 

However this may be, it cannot be overlooked that, as Mr. Latimer 
pointed out, it would take a level payroll of $7.6 billion in the future 
to support S. 1347 even assuming all the set-off savings that are as- 
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sumed in the cost estimate which the Railroad Retirement Board 
made. No one has suggested the possibility of such a payroll. 

The chairman of the Senate subcommittee called attention to the 
fact that Statistics of Railways of the United States for 1948, published 
by the Interstate Commerce Commission, shows a marked increase in 
railroad payrolls over the years. He particularly called attention to 
the fact that in 1920 the payroll was $3,754,000,000 and that it had 
gone to $4,820,000,000 in 1948. A careful examination of the figures 
of the intervening years makes it clear, however, that the growth in the 
payroll was by no means constant. In fact, the 1920, payroll was 
never equaled until 1944. In the thirties the payroll was far below 
$1% billion. In 1940 the payroll was still below $2 billion. It was not 
until the extraordinary activity and inflationary influence of the 
Second World War that the payroll began to climb. The present high 
payroll is, of course, due to the existing inflationary conditions, and 
great business activity, as a result of defense preparations. This 
committee will find it interesting, 1 am sure, to look not only at the 
payrolls shown by the Commission's report but at the figures repre- 
senting the number of employees. You will find that in 1920 there 
were over 2,000,000 employees. This figure has never been equaled 
since. In the thirties the number of employees fell below 1,000,G900 
and even in 1948 there were only 1,345,000 employees. The figures 
with respect to the number of employee s are probably more significant 
than the payroll figures as indications of what is to be expected in the 
future. 

In considering the payroll question it should not be overlooked that 
the figures shown in the Interstate Commerce Commission's report are 
total payrolls for all line haul railroad companies and not taxable 
payrolls. This is a very important fact. The increases in taxable 
pavrolls do not correspond with the increase in the total payrolls. 
As wage levels have increased, more and more railroad employees have 
obtained earnings in excess of $300 per month and, of course, all 
earnings in excess of $300 are excluded from taxable payrolls. 1 refer 
again to what I said a few moments ago to the effect that on the present 
tax base taxable payrolls could not rise above $5.3 billion even if we 
assume that the present relatively high number of railroad employees 
does not diminish in the future and if we assume in addition that every 
emplovee receives as much as $300 per month. I direct the attention 
of the committee to the comprehensive discussion of taxable railroad 
payrolls prepared by Mr. Matacheck, Director of Research, Railroad 
Retirement Board, marked “Exhibit ‘‘C”’ and included at the end of 
my testimony. 

Mr. Chairman, now that the hearing is drawing to a close what is the 
situation in which vour committee, and all of us interested in railroad 
retirement, find ourselves? 

The record, including that on the Senate side, is ample in some 
respects and very deficient in others. 

It is ample to show that neither H. R. 3669 nor H. R. 3755 could be 
enacted without bringing almost certain disaster to the railroad re- 
tirement system. Indeed, it is ample to show that there are no moneys 
available in that system for any increase in benefits. 

However, the record indicates that there may be possibilities of 
making moneys available for increasing certain benefits by adjustments 
between the social security fund and the railroad retirement fund, or 
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some form of coordination between the social security system and 
the railroad retirement system, and perhaps by other means. 

The record is insufficient, however, to show what savings, if any, 
could be made in these ways, or what type of adjustment or co- 
ordination between the social security fund and the railroad retirement 
fund would be feasible. 

Moreover, the record makes it clear that there is a serious difference 
of opinion between the railroad employees as to what benefits should 
be increased and in what amount, even if funds could be made 
available. 

There is nothing in the record which would enable this committee 
to take any action at this time, other than to refuse to report either 
H. R. 3669 or H. R. 3755. So far as sound amendments to the Railroad 
Retirement Act are concerned, a professional problem of great magni- 
tude and complexity is presented. It should be approached as such. 
There should be conference, consultation, and cooperation among 
the interested parties, the members of the committee and its staff, with 
the aid and assistance of the best informed actuaries and pension 
a © sh 

Mr. Latimer said an attempt to make adjustments or a coordination 
between the social security system and the railroad retirement 
system, with no more information than is now at hand, would be 
a leap in the dark. 

It seems to me that the study which has been given to possible 
amendments is altogether inadequate and that the surface has hardly 
been scratched. If the committee wishes to make a thorough study 
of the subject, with the cooperation of all interested parties, we shall be 
glad to render any possible assistance within our power. 

Before closing, I should say again that I would like to have those 
tables covered in the folder, which I presented to each member of the 
committee, a copy of which I have given to the reporter, included as 
a part of my testimony at this point. 

The CHarRMAN. Without objection it is so ordered. 

(The documents referred to are as follows:) 
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Exnuispir A 


TaBLE 1.—Comparison of costs under present act, S. 1347, and S. 1858, on basis of 
4th valuation cost factors and wage assumptions 


Cost as percent of payroll 


Assuming a $4.6 billion payroll 


Type of benefit benefit formulas ! of 


1937 Rail- 
road Retire- 
ment Act 


A. Retirement benefits... 


1. Age annuities, pensions, and options 
2. Disability annuities payable before age 65 
3. Disability annuities payable after age 65 


Wives benefits. ........-- Pun 
Survivor insurance benefits. 


1. Aged widows’ and parents’ annuities 
2. Widowed mothers’ annuities 

3. Children’s annuities_. 

4. Lump sums. . ‘ 


. Other costs... 


1. Residual payments 
2. Maximum and minimum provisions 
3. Administrative expenses aes 


. Summary 
1. Total costs_ .--. 


2. Reduction on account of funds on hand al ‘ 
3. Net costs ‘ 2 ot 2. . 89 16.14 


1 Disregarding any change in existing provisions of the 1937 Railroad Retirement Act other than in the 
benefit formulas themselves 

? Includes, for comparative purposes only, theoretical benefits that would have been paid under this bill 
ifindividuals with less than 10 years of service had been retained 
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TABLE 2.—Comparison of costs under present act, S. 1847 and S. 1353, on basis of 
fourth valuation cost factors and wage assumptions 





Cost as percent of payroll 
Assuming $5.21! billion payroll and benefit 
Type of benefit formulas * of 
1937 1 2 
Railroad Re- (R } “Ff 7 “7 
tirement Act , f 
A. Retirement benefits , dit es hom 10. 23 11. 69 12.79 
1. Age annuities, pensions, and options : 7.48 &. 55 9.3 
2. Disability annuities payable before age 65 1.43 1. 63 1. 78 
3. Disability annuities payable after age 65 1.32 1.51 1. 66 
B. Wives benefits - - Come ppvcinckddgen 1. 46 
C. Survivor insurance benefits 2 sienna 2. 24 4.18 2.90 
1. Aged widows’ and parents’ annuities am 1. 62 2. 76 2.10 
2. Widowed mothers’ annuities 16 30 oan 
3. Children’s annuities 2s . 67 . 36 
4. Lump sums 18 46 23 
D. Other costs ‘ : 93 78 8 
1. Residual payments 80) 40 .70 
2. Maximum and minimum provisions 25 
3. Administrative expenses __ ; 13 13 18 
E. Summary: 
1. Total costs - 13. 40 18. 11 16. 52 
2. Reduction on account of funds on hand 1. 22 1.22 22 
3. Net costs - - - =e 12.18 16. 89 15. 30 





Derived on basis of salary scales of fourth valuation but arbitrarily attributes the whole excess over 
the earlier $4.6 billion annual payroll to more new entrants. 
? Disregarding any chahge in existing provisions of the 1937 Railroad Retirement Act other than in the 
benefit formulas themselves. 

3 Includes, for comparative purposes only, theoretical benefits that would have been paid under this 
bill if individuals with less than 10 years of service had been retained. 
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TaBLeE 3.—Level cost calculations for actual provisions of S. 1347, taking into 
account social-security reimbursement feature 





Cost as percent of payroll based on— 


| $5.2 billion $5.2 billior 

$4.6 billion (payroll * ($300, payroll 4 ($4 

payroll monthly monthly 
limit limit 


A. RRB benefits and administrative expenses 3 15. 43 


Age annuities, pensions, and options : y }. 87 
Disability annuities payable before 65 7 61 
3. Disability annuities payable after 65 l 36 
. Wives’ benefits_. 
Aged widows’ annuities 
}. Widowed mothers’ annuities 
Children’s annuities 
Insurance lump sums 
9. Residual payments 
10. Allowance for maximum and minimum provisions 
11. Administrative expenses 


Benefits according to social-security formulas based on 
compensation and wages for cases adjudicated by the 
Railroad Retirement Board 


1. Employee retirement benefits 
2. Wives’ benefits 
3. Survivor benefits 


Social-security benefits based on wages alone for cases also 
adjudicated by the Railroad Retirement Board 


1. Employee retirement benefits 
2. Wives’ benefits 


Excess of social-security taxes on railroad payrolls during 
1937-50 over additional social-security benefits which 
would have been payable if railroad earnings were 
credited 

Social-security taxes on railroad payrolls after 1950 


Funds on hand 


i}, Summary 
1. Railroad Retirement Board benefits and adminis- 
trative expenses (A) 
2. Reimbursements from oid-age and survivors’ insur- 
ance (B—C 
3}; Amounts due old-age and survivors’ insurance 
D+E 
4. Funds in railroad account 
5 Net < sf + » 


‘et costs [( 3) —(2)—(4 


F) 
} 
J 


According to work scales and employment assumptions of fourth \ 
2 See footnote 1 for table 2. 
3’ Based on employment assumptions of fourth valuation and taking into account 
date. 











408 RAILROAD RETIREMENT AMENDMENTS 


Exuisit B 


RaArLRoAD RETIREMENT Boarp, 
Orrice oF Drrector oF RESEARCH, 
Chicago, Ill., May 5, 1981. 
Hon. Paut H. Douvatas, 
United States Senate, 
Washington, D. C. 

Dear Senator Dovua.tas: In his letter of April 30, 1951, addressed to you in 
your capacity as chairman of the Subcommittee on Railroad Retirement of the 
Committee on Labor and Public Welfare, Mr. J. Carter Fort included a series of 

uestions which he desired to have answered by the actuaries of the Railroad 

etirement Board and the Actuarial Advisory Committee. In response to this 
request, answers are being given which, for convenience, are labeled to corre- 
spond with Mr. Fort’s numbered queries. May I note that the basic table to 
which Mr. Fort refers—the one appearing on page 3 of exhibit (B) of the Rail- 
road Retirement Board report to Senator Murray of April 24, 1951—has been 
revised in our later calculations as shown in table 3 inserted into the record dur- 
ing the course of the combined testimony of Mr. Musher and myself on May 1, 
1951. Particular attention is called to column 3 of such table 3, since the figures 
in this column represent our best current estimate of the costs of S. 1347. For 
this reason, it will be assumed in connection with the following answers to Mr. 
Fort’s questions that wherever he refers to the earlier table submitted in the 
Board’s report to Senator Murray, such reference is amended to apply to column 
3 of table 3 inserted in the record of the hearing before your committee on May 
1, 1951. Subject to such understanding, the answers follow: 

1. In accordance with our latest thinking on payrolls—as reflected in the 
Board’s estimate for 8S. 1347—the cost of benefits under the existing act, but 
subject to a $300 limit on creditable monthly earnings, comes to 12.60 percent 
of payroll. The latter figure represents the required level tax rate which would 
be needed to support indefinitely the benefit provisions of the present act. As 
indicated by the heading of the attached table, the equivalent level payroll is 
taken at $4.9 billion. The breakdown of costs under the existing provisions of 
the Act follows: 

2 (a). If tables 1 and 2 are used in conjunction, then table 3 of the series of 
tables submitted into the record on May 1, 1951, does indeed “‘reflect the sav- 
ings which it is contemplated will be effectuated by the so-called integration 
between the social-security system and the railroad-retirement system.”’ 


TABLE 1.—Cost estimate as of Dec. 31, 1950, for present railroad retirement benefits 
on the assumption of an equivalent level payroll of $4.9 billion 


[$300 limit on creditable monthly compensation] 


Cost as 
percent of 
Item payroll 
Tis, ee on coca casal caceannmass 10. 58 
1. Age annuities, pensions and options. __.--.-.....---.------- 7. 76 
2. Disability annuities payable before age 65_.....___.--------- 1. 46 
3. Disability annuities payable after age 65._......_.---.---.--- 1. 36 
eg OIE SEININOD SIDUIIIIN 52 oe rere ecnincedaceennoumed 2. 38 
1. Aged widows’ and parents’ annuities__................----- 1. 74 
ey PRUE TG OTN IRB oc os oo isin Sec cece eesece ae 
Sea INI SIN sarallas ules eieimimnsilnaas tw neomomid alia teh . 28 
Mpa IIR it sli cocaine eu Eee chhiienace dan cteekalentanane .19 
re en ee oe 5 ae aca a bie o ek GAS Ucn ee nseakerien . 94 
ar URI IONINNNN ee ad end we enone . 80 
as, SERNA DIONE os Sine cheer cr odds cowdsccccoses .14 
D. Summary: 
IPR he a ns wrist accede 13. 90 
2. Reduction on account of funds on hand____.___._.._--_----- 1. 30 
OR ek Se A 2 OE eee ee 12. 60 


Nortes.—Except for the payroll assumption, all other cost factors and employment assumptions of the 
fourth valuation were retained. 
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2 (b). The amount of the savings can be obtained as follows: Assume that there 
was no integration with social security; that the benefits of 8. 1347 were available 
regardless of service; that the present post-retirement work clause remained in 
effect; and that a $5.2 billion level equivalent payroll is realistic for the future 
(but subject to employment assumptions of the fourth valuation). Then, our 
best notion of the required net cost of 8. 1347 would be 17.08 percent. Note that 
this estimated figure lies between the derived net cost of 17.89 percent shown in 
column 2 of table 1 and the corresponding 16.89 percent for table 2. The table 
references, of course, are to the series of tables inserted in the record of May 1. 
We have quoted the corresponding net cost in accordance with the actual provi- 
sions of 8. 1347 as 14.12 percent. Thus, the saving from integration with social! 
security can be taken as 2.96 percent. For convenience, a table is attached which 
furnishes a comparatjve breakdown of the costs of 8. 1347 with and without social 
security integration. 

2 (c). Yes, there is information in possession of the Railroad Retirement Board 
which permits a rapid calculation of the amount of taxes which would have been 
paid by and on account of railroad employees if they had been subject to social 
security coverage to date. The wage and compensation tables which are published 
annually by the Board represent the basic source of such information. 

2 (d). The Board has wage and benefit histories gathered with respect to em- 
plovees from 1937 to date. The Social Security Administration keeps correspond- 
ing records based on social security wages. Such records could be collated on the 
basis of a carefully selected sample study to yield the type of information required 
to determine what additional social security benefits would have become payable 
had railroad compensation been included within the definition of social security 
“wages” since 1936. 

2 (e). The question raised in this section of Mr. Fort’s letter relates to the com- 
bined effect of sections B and C of table 3 inserted into the record on May 1. In 
order to calculate benefits according to social security formulas on the basis of 
railroad compensation and social security wages combined, there was first utilized 
the material pertaining to railroad service as developed for the purposes of the 
fourth valuation. The addition for social security employment had to be approxi- 
mated of necessity. Certain arbitrary assumptions were therefore mace as to 
average social security earnings per railroad worker before entry into and after 
withdrawal from the railroad industry. 

2 (f). The effective social security tax rate on future railroad payrolis was 
obtained by applying against an estimated series of railroad payrolls in future 
calendar years of time (subject to a $3,600 limitation on earnings per individual) 
combined step rate tax schedules of the Social Security Act; that is, 3 percent 
against the payrolls of 1951-53, 4 percent against the payrolls of 1954-59, etc. 
These individual products were discounted with 3 percent interest to the present 
date, and then the resulting aggregate sum was divided by the present worth of 
1 percent of future railroad payrolls (subject to a $4,800 annual limit per emplovee ) 
to derive the equivalent social security tax as related to the total railroad credit- 
able payroll. 
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TasLte 2.—Comparative costs of benefits under S. 1347 with and without social 
security entire based on $5.2 billion equivalent level payroll } 


Cost as a percent of 
payroll based on 


Item 
Actual pro- Benefit pri 
visions of visions of 
S. 1347 3. 1347 only? 
A. Railroad Retirement Board benefits and administrative expenses 15. 59 18. 3 
1. Age annuities, pensions, and options. -._---- a A é ‘ 6. 95 8.64 
2. Disability annuities payable before 65-- 1, 62 1. 6: 
3. Diss ibility annuities payable after 65- - -- a 1.38 1.53 
4. Wives’ benefits__ Ssh in 1.11 1. 48 
5. Aged widows’ annuities_____.......-- ; eee ‘ 2.7 2.74 
6. Widowed mothers’ annuities EY PEE Sead 21 } 
7. Children’s annuities , 43 His 
8. Insurance lump sums 3 42 45 
9. Residual payments 40 | 
10, Allowance for maximum and minimum provisions 20 25 
11. Adm inistrative expenses 13 1 
4%. Benefits according to social security formulas based on compensation and 
wages for cases adjudicated by the Railroad Retirement Board 6. 57 
1. Employee retirement benefits ; : a 3. 86 
2. Wives’ benefits : , ‘4 62 
}. Survivor benefits 2. 09 
C. Social security benefits based on wages alone for cases also adjudicated by 
the Railroad Retirement Board- is . 67 
1. Employee retirement benefits . 57 
2. Wives’ benefits___- 10 
D. Excess of social security taxes on railroad payrolls during 1937-50 over addi- 
tional social security benefits which would have been payable if railroad 
earnings were credited 40 
E. Social security taxes on railroad payrolls after 1950 5. 25 
F. Funds on hand-- am ‘ 1, 22 1. 22 
G,. Summary: 
1. Railroad Retirement Board benefits and administrative expenses (A 15. 59 18. 30 
2. Reimbursements from Old Age and Survivors Insurance (B—C 5.90 |_- = 
3. Amounts due Old Age and Survivors Insurance (D+ FE 5. AS 
4. Funds in railroad account (F 1. 22 1. 22 
5. Net costs [(1)+(3)—(2)—(4)]__- 14. 12 17. 08 


Based on employment assumptions of fourth valuation and taking into account wage rate increases t« 
date 
? Contains post-retirement work clause of present act and provides benefits to employees regardless of 


Service. 


2 (g). The basis of the calculations which result in a $700 million liability to 
the Social Security Administration on a cash-outl ay basis is admittedly rough 
Certain comparisons were made on the basis of relation between railroad retire- 
ment and social security coverage. Modifications were introduced to take into 
account that the railroad retirement system comprises an older age group with 
relatively few female workers and one in which seniority plays an extremely 
important part. A proper sample study is contemplated if the provisions of 
S. 1347 are enacted into law. We do not believe, however, that the final figure 
to be earmarked to social security will differ from the preliminarily quoted figure 
of $700 million by more than $100 million on either side. 

2 (h). The question raised here can be answered by reference to the figures 
quoted in table 2 of the present letter. 

2 (4), (y), and (k). The moneys that will be transferred from the social-security 
fund to the railroad-retirement account as a credit relate to additional social- 
security benefits which would otherwise have been payable with respect to rail- 
road employees with more than 10 years of railroad service. For employees who 
have rendered less than 10 vears of service, social security will pay additional 
social-security benefits, taking such service into account; the additional benefits 
in such cases being paid directly to the employee or his survivors 

(). The .25 percent of payroll representing the net reimbursement from the 
old age and survivors insurance trust fund to the railroad retirement account 
(item G-—2 minus item G—3 of table 3) does not reflect the total savings on account 
of integration with social security. 
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2 (m). The savings from integration come from three sources: (a) the net 
reimbursement from the old age and survivors insurance trust fund to the railroad 
retirement account; (b) the elimination of railroad retirement benefit credits to 
people with less than 10 years of service; and (c) the modification in the post- 
retirement work clause provisions. As indicated previously, the total savings 
come to about 2.96 percent of payroll. 

2 (n). The gross savings to the retirement fund resulting from relieving that 
fund of the necessity of paying benefits to employees with less than 10 years of 
railroad service comes to approximately 134 percent of payroll. 

2 (0) to (t). The questions raised here have been answered in one form or another 
under the previous sections. One additional item of information may be per- 
tinent in shedding some light for further analysis. It should be mentioned that 
the withdrawals with less than 10 vears of service comprise about 17 percent of 
the total taxable payroll. Or, to put it another way, $1 in every $6 which is sub- 
ject to railroad retirement taxes comes from individuals who leave the industry 
with less than 10 years of railroad service, The other five-sixths represents the 
taxable payroll of emplovees with respect to whom adjudications will come into 
being under the railroad retirement system. 

One final remark might well be in order. With respect to the social-security 
taxes which are earmarked for transfer from the railroad retirement account, it 
can be said that under 8. 1347 the Social Security Administration will be furnished 
with more funds than necessary for meeting the cost of additional social-securit y 
benefits to individuals who rendered less than 10 vears of railroad service. On the 
other hand, the railroad retirement account will stand to gain considerably in 
connection with social-security benefit reimbursements directly to that account 
at the social security level in that area of adjudication involving individuals with 
more than 10 vears of railroad service. 

Respectfully, 
WaLTeR MATSCHECK, 
Director of Research. 
ADDENDUM 


The following changes in our reply to Mr. Fort’s letter may be considered 
helpful in rounding out the discussion. 

Page 3, paragraph dealing with question 2 (b)—Add the following sentence: 
“Exeluding the reduction which occurs solely because of the change in the work 
clause provisions, the remaining savings from integration would be 2.02 percent. 

Page 4, footnote 2—Add the sentence: “‘The introduction of the work-clause 
provisions of 8. 1347 would change the net cost from 17.08 to 16.14.” 

Page 5, first sentence of paragraph dealing with question 2 (g)—-Change to 
read as follows: ‘“‘The basis of the calculations which result in a $700 million 
liability to the Social Security Administration on a cash basis (shown as 0.40 per- 
cent in table 3 when related to a $5.2 billion payroll) is admittedly rough.” 

Page 5, paragraph dealing with question 2 (m)—Add a sentence to read: 
“Exclusive of the reduction arising from the change in the work clause provisions, 
the net savings from integration become 2.02 percent.” 

Page 5, paragraph dealing with question 2 (n)—Add sentence to read: “‘Taxes 
at the social security rate have already been provided for such employees in 
sections D and E of table 3.” 


ASSOCIATION OF AMERICAN RAILROADS, 
Law DEPARTMENT, 
Washington, D. C., April 30, 1951, 
Hon. Paunt H. DoveGtas, 
United States Senate, Washington, D. C. 

Dear Senator Dovauas: This is addressed to you in your capacity as chairman 
of the subcommittee of the Senate Committee on Labor and Public Welfare, 
which is now holding hearings on 8. 1347, 8. 1353, and certain other bills to amend 
the Railroad Retirement Act. and related acts. I speak for the Association of 
American Railroads which plans to appear during the course of the hearings 
through two or more witnesses who will discuss the pending bills. 

A report of the Railroad Retirement Board on 8. 1347, dated April 24, 1951, 
addressed to the Hon. James E. Murray, chairman, Committee on Labor and 
Publie Welfare, and signed by W. J. Kennedy, Chairman of the Board, has been 
filed and, according to my understanding, made a part of the record. Attached 


§5691—-51——27 
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to that report as exhibit B is a statement and table dealing with the ‘‘cost of th: 
bill S. 1347.” Presumably, exhibit B was prepared by the actuaries of th: 
Railroad Retirement Board. It is our advice that, at your direction, thes: 
actuaries will appear as witnesses on Tuesday, May 1, and that on the same day, 
there will also appear as witnesses members of the Actuarial Advisory Committe: 
provided for in section 15 (c) of the Railroad Retirement Act. 

We respectfully request that when these actuaries appear as witnesses they bh: 
directed to furnish information in response to the following questions which we 
believe to be material and important to the inquiry which your subcommittee is 
conducting: 

1. What is the cost of the Railroad Retirement Act, as now in force and effect, 
such cost to be shown in tabular form similar to the table purporting to show 
the cost of 8. 1347 and appearing on page 3 of exhibit B of the Railroad Retirement 
Board’s report to Senator Murray of April 24, 1951. In preparing the table 
showing the cost of the present railroad retirement system the payroll of $5.2 
billion, which is used in the table dealing with S. 1347, should be used with an 
appropriate adjustment to reflect the fact that that table contemplates taxable 
compensation of $400 per month while the act now in effect contemplates taxable 
compensation of $300 per month. 

2. With respect to the table on page 3 of exhibit B of the Railroad Retirement 
Board’s report: 

(a) Does the table on page 3 of exhibit B reflect the savings which it is contem- 
plated will be effectuated by the so-called integration between the social-security 
system and the railroad retirement system? 

(b) If the answer to the previous question is ‘“‘ Yes,’’ explain how the calculation 
was made for the purpose of determining the amount of such saving. 

(c) Is there information in possession of the Railroad Retirement Board, or 
available to it, from which can be determined on a statistical basis the amount 
of taxes which would have been paid by and on account of railroad employees 
if they had been subject to social-security coverage throughout and not subject 
to Railroad Retirement Act coverage? 

(d) Is there in the possession of the Railroad Retirement Board, or available 
to it, information which shows the amount of social-security benefits which would 
have been paid to railroad employees if they had been throughout subject to social 
security rather than to the Railroad Retirement Act? 

(e) What statistics or other information was used as the basis for the caleula- 
tion shown on the table on page 3 of exhibit B under item “A. Value of future 
benefits according to social-security schedule on railroad compensation credited 
under Railroad Retirement Act * * * 6.27’? 

(f) What statistics or other information was used as the basis of calculation 
shown in item B of the table? 

(a) What statistics or other information was used as the basis of the calculation 
shown under item C of the table? 

(h) Is it possible to derive, from the facts shown on the table, the total annual 
gain or advantage to the railroad retirement fund, stated either in percentage of 
payroll or in any other terms, of the contemplated integration between the railroad 
retirement system and the social-security system? If so, point out where the 
necessary information is shown and the method of derivation to be followed. 

(7) Does item A of the table represent, in terms of percentage of payroll, a 
factor to be debited against the social-security fund and credited to the railroad 
retirement fund to cover future benefits, according to the social-security schedule, 
for or on account of all railroad employees or certain railroad employees. 

(j) Does item A of the table include future benefits with respect to railroad 
employees having less than 10 years’ railroad service? 

(k) If the answer to the preceding question is ‘‘No,” is that because it is con- 
templated in 8. 1347 that the Railroad Retirement Board will not pay benefits to 
employees with less than 10 years’ railroad service but that these benefits will be 
paid directly by social security? 

(1) Item D of the table “Net value of adjustments with OASI trust fund 
[A—(B+C)]” appears as 0.24 percent of the payroll. Does this reflect the entire 
amount of saving to be effectuated by the integration between social security and 
railroad retirement which enters into the “Total net cost’’ as shown on the table of 
14.13 percent of the payroll? 

(m) Isn’t the saving from integration properly to be determined by adding to 
the figure of 0.24 percent of the payroll, shown in item D of the table, a figure to 
represent the gross saving to the railroad retirement fund (disregarding tax 
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transfers) resulting from the fact it will be relieved of the payment of all benefits 
to employees with less than 10 years’ railroad service? 

(n) In percentage of the payroll, what would be the gross saving to the retire- 
ment fund resulting from relieving that fund from the necessity of paying benefits 
to employees with less than 10 years’ railroad service? 

(0) Bearing in mind that 8S. 1347 provides for an integration between railroad 
retirement and social security with respect to railroad employees with less than 
10 vears’ railroad service but does not provide for such an integration with respect 
to employees with more than 10 vears’ service (merely providing for a report at a 
future time as to such employees) is it not desirable to separate the savings from 
integration as between the emplovees with less than 10 vears’ railroad service and 
employees with more than 10 years’ railroad service? 

p) Is it possible to make such a division from the information shown on the 
table? 

(yg) What is the net saving (taking into acccunt tax transfers) from integra- 
tion reflected in the final total net cost figure of 14.13 percent of pavroll, which 
results from the integration of social security and railroad retirement as to rail- 
road employees with less than 10 vears of railroad service? 

(r) What is the net saving from integration reflected in the total net cost 
figure of 14.13 percent of the payroll, which is due to railroad employees with 
10 vears or more of railroad service? 

s) Will you please prepare a table in a form similar to the table appearing 
on page 3 of exhibit B of the railroad retirement report, based on the assumption 
that there will be no integration whatever between railroad retirement and social 
security, either as to employees with less than 10 vears of railroad service or as 
to employees with more than 10 vears of railroad service. 

(t) Please prepare a table in a form similar to the table appearing in exhibit B, 
based on the assumption that there will be integration with respect to employees 
having less than 10 years of railroad service but there will be no integration of 
any kind with respect to employees having more than 10 veers of railroad service. 

Respectfully, 
J. Carrer Forr. 


Exuirnir C 


RaitrRoap RETIREMENT Boarp, 
Orrice or Direcror or ReSEARCH, 
Chicago 11, Ill., May 18, 1951, 
Hon. Paut H. Dovetas, 
United States Senate, Washington, D. C. 

Dear Senator DovuGcuas: In accordance with your instructions, | am attach- 
ing the following material for insertion in the record of the hearings on proposed 
failroad Retirement Act amendments: 

Discussion of taxable railroad payrolls. 

The magnitude of the social-security cost differential under S. 1347. 

Reductions in cost due to the upward drift of average earnings. 

Savings in cost by integrating with social security. 

Very truly yours, 
WaLrer MATSCHECK, 
Director of Research. 


Discussion or TAXABLE RaAILRoAp PAYROLLS 
INTRODUCTION 


The problem of estimating future taxable payrolls is exceedingly complex. 
The many points of view expressed in the hearings on the future course of rail- 
road business, pay rates, and payrolls emphasize the diversity of opinion on 
this matter. 

Various factors have an effect in determining the amount of railroad payrolls 
in anv vear or over any period of time. In anv 1 vear, of course, the major 
factor is the state of the economy generally. Over the course of time, business 
fluctuations, the effect of competition, changes in productivity, technological! 
changes, the length of the work week, and pay rates, influence the size of railroad 
pavrolls. Because of the complexity of the problem and the many factors 
entering into the estimate, the Board has periodically made intensive studies 
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of these factors in connection with the triennial actuarial valuations. Based on 
these studies, estimates of the amount of future payrolls have been prepared 
In order to emphasize the range of figures possibie, the Board has prepared 
estimates based upon so-called reasonable low and reasonable high assumptions. 
In connection with the fourth valuation, the reasonable low equivalent level pay- 
roll was estimated at $4.2 billions and the reasonable high at $5 billions. Because 
the financing provisions of the act make desirable the computation of a single 
tax rate, the single payroll estimate used in the computations was the average 
of the $4.2 and $5 billion estimates, that is $4.6 billions. 


METHOD OF ESTIMATING PAYROLLS 


A detailed description of the way in which estimates of future payrolls for the 
fourth actuarial valuation was prepared has been entered in the record. For 
this reason, only a brief outline of the method used is included here: 

1. From the relationship between industrial production and population, projec- 
tions of future population estimates yield estimates of future industrial pro- 
duction. 

2. The relationship of railroad freight and passenger traffic to production 
gives estimates of future railroad traffic. 

3. The projection of the trend of productivity vields total man-hours of work 
required to support the estimated traffic level. 

1. The projection of total man-hours and assumed pay rates gives the total 
payrolls. 

5. An allowance for the part of payroll in excess of $300 per month per employee 
gives the taxable payroll. 

Underlying these steps were certain assumptions as to future economie condi- 
tions, principally that there would be periods of high and low business activity. 
This did not inelude any depression as serious as that of the 1930's. 

The $4.6 billion equivalent level payroll used in the valuation computations 
was developed from the series of annual figures. The projection developed for 
the fourth valuation assumes that over the course of future years, railroad 
employment will continue its historical decline. It is likely that the rate of 
decline will be less than shown by the experience of the past 30 vears because of 
the probablility of a reduction in the workweek. This probability has been taken 
into consideration in the estimate. 

Data on the trend of railroad employment, payrolls, and national income are 
presented in table 1. As may be seen from the table, railroad employment was 
at its highest point in 1920 when an average of 2,326,000 emplovees were in the 
industry. This figure includes an adjustment of class I railroad employment 
figures (which are shown in the table) to take account of the other classes of 
employer which are included in the coverage of the Railroad Retirement Act. 
However, 1920 was an abnormal year. The figures for the remainder of the 1920’s 
are more typical. Employment in that period ranged from 1.9 million to 2.1 
million. From these the number fell to 1,117,000 in 1933. During the recession 
of 1938, railroad employment of 1,090,000 was actually lower than the low point 
of the depression. The recovery from the low level of 1938 was substantial; 
nevertheless, current figures are well below the period of the 1920’s. The average 
of 1,395,000 employees in the vear 1949 was 31 percent below the average employ- 
ment of the 1920’s. The average for the 1940’s, a period during which the rail- 
roads had a far greater volume of business than ever before, was 25 percent below 
the average of the 1920’s. 

Changes in the railroad payroll exhibit much the same pattern as the trend 
of employment. The taxable payroll of $4,598 millions in 1949 was only 37 
percent higher than the average of the decade of the 1920’s. This change may be 
compared with the fact that average railroad hourly wage rates increased by 118 
percent in the 30-vear period 1919 to 1949. 

During the period when railroad employment has exhibited a long-term decline, 
and when the taxable payroll has increased in dollars only moderately, the national 
income has greatly expanded. The national income in 1949-—-$217 billion—was 
3.4 times as high as in 1919 and 5.5 times as high as in the low point of the depres- 
sion in 1933. 

The trend in railroad payrolls in comparison with the rest of the economy may 
be seen in the relationship of taxable payroll to the national income over the last 
30 years. In the vears 1919 to 1921 the taxable payroll constituted more than 
5 percent of the national income. With few exceptions, the proportion fell 
steadily over the next 30 years. By 1934 the proportion had fallen below 3 
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percent. Even during the war years the downward trend of this relationship 
was interrupted to only a very small extent, and in the postwar years the down- 
ward trend continued. By 1949 the percentage that the taxable payroll bore 
to the national income fell to 2.12 percent. One may speculate on figures for 
future years, but there is little doubt that the ratio of the taxable payroll (on the 
$300 limit) to national income will continue to decline. 

The payroll estimates for the fourth valuation were prepared during the latter 
part of 1949 when many economists felt that the Nation was facing a possible 
depression or, at best, a period of adjustment. Since then the situation has 
changed so substantially as to make this possibility, at least for the near future, 
seem unlikely. In considering the economic factors affecting an estimate at the 
present time as compared with the estimate for the fourth valuation, the out- 
standing difference is the effect on the economy of the national defense program. 
The existence of a defense program covering many vears in the future makes 
the so-called reasonable low estimates of the fourth valuation appear unreasonably 
low. The pressure of the military program on the economy is such that national 
production and income may be expected to remain at high levels in the near 
future. The railroads and railroad employees may be expected to share in the 
increased production and income on competitively favorable terms with other 
transportation agencies. However, it would not be reasonable to assume that 
the present military and economic situations will persist indefinitely. 

The estimated taxable payroll in 1951 with the $300 per month compensation 
limit is $5.4 billion. In making this estimate, the 12'4-cents-an-hour increase for 
nonoperating employees was included for the first quarter and 18's cents for the 
remaining three-quarters of the calendar year 1951. Although no agreement has 
yet been reached between the operating emplovees and the carriers, it was thought 
reasonable to apply these same increases to this group. In any event, any dis- 
crepancy in the average for the operating employee is of smaller magnitude than 
that for the nonoperating employees, because of the smaller proportion of the 
taxable payroll attributable to them, and will not appreciably affect the estimate. 

The estimate of $5,271 million taxable payroll for 1951, made by Mr. Leighty, 
is somewhat below our estimate of $5,400 million. The difference comes chiefly 
from different assumptions on the level of employment in 1951 as compared with 
the previous year. We estimate that employment in 1951 will average 8 percent 
higher than in 1950, while Mr. Leighty estimated 5 percent. On the basis of an 
8 percent increase in employment, the resulting taxable payroll figure of $5,422 
millions would be in agreement with our estimate. 

If an intensive study of payrolls were to be made now, the results would un- 
doubtedly reflect the differences in the economic outlook at the present time as 
compared with the situation prevailing in 1949. Other important factors would 
be the effect of the reduction in workweek for the nonoperating employees, 
changes in productivity associated with the reduced workweek, the higher pay 
rates in existence at the present time, and the resulting greater emphasis on 
technological improvements to reduce manpower requirements. 

An intensive study of the type made for the fourth valuation requires many 
weeks of preparation. In connection with the proposed legislation, it was not 
possible to make such an analysis. Clearly the effect of the higher pay rates 
and the present economic outlook would operate in the direction of producing 
higher taxable payrolls. However, one very important point entering into the 
estimate of the taxable payroll under a $300 monthly limit and one which in fact 
sets a top limit on the amount of the taxable payroll is the fact that as pay rates 
increase the proportion of the payroll that is taxable diminishes. In a recent 
study of the earnings of railroad emplovees, we found that under present pay 
rates, 53 percent of emplovees receive $3800 or more a month. This figure is in 
accord with the figure of 54 percent developed by Mr. Monroe in a study of 
earnings on 10 railroads. Prior to the recent wage increases, only 38 percent of 
the emplovees received $300 or more. An extremely significant point is that only 
55 percent of the increase in the total payroll was under the taxable limit. For 
future pay increases, of course, the proportion taxable wil! decline progressively. 

About 52 percent of all employees now receive t least $300 a month. An 
additional 23 percent receive from $250 to $299. A pay increase of $50 a month, 
or 25 cents an hour for 200 hours, would bring this group into the $300 category, 
making the proportion with $300 or more 76 perdent of the total. A further 
increase of $50 a month would bring 91 percent of all emplovees into the $200 
bracket. To put in another way, if pay rates increase 25 cents an hour above 
present levels, only 36 percent of the increase would be taxable. If they rose 
about 50 cents an hour over present levels, only 26 percent would be taxable. 
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Further rises in pay rates would contribute progressively declining amounts to 
taxable payrolls. Figures showing the percentage of the payroll which is taxab), 
are shown In table 2 for the years 1937-51. 

The $5.4 billion estimate for 1951 is approximately at the level of the payro! 
projection under the reasonable high assumption for the 8-year period, 1950-57 
for which the equivalent level payroll would amount to $5 billion. Since th: 
forces which operate to produce higher payrolls are such that there is an effectiv: 
limit on the amount of taxable payroll due to the operation of the $300 monthly 
restriction, we feel that the $5 billion payroll may still represent an upper limit 
to the range within which we may expect future payrolls to fall. 

In any estimate of taxable compensation, one cannot avoid being influenced by 
the immediate circumstances existing at the time the estimate is made. Thx 
economic climate is now such as to be favorable toward optimistic estimates of 
payrolls. But in any estimate, we must be aware of the fact that present con- 
ditions will not necessarily continue and that allowance must be made for the 
effect of unfavorable circumstances. Statistics on railroad traffic and employ 
ment amply demonstrate that the trend of employment, at least in terms of hours 
of work, is downward in relation to the rest of the economy. The declining trend 
of railroad employment reflects the steady increase in productivity that has 
occurred over the past 35 years (table 3). 

Productivity doubled in the 25-year period 1916-41. Very little of this 
increase was due to the effect of a higher traffic level. The number of traffic 
units in the latter year was only 17 percent higher than in the former. The effect 
of the war on traffic raised the production per man-hour substantially. In 1943 
traffic units per man-hour were three times as high as in 1916. The subsequent 
decline in traffic from the peak levels of the war is reflected in a drop until 1949 in 
the number of traffic units per man-hour. In 1950, however, productivity again 
increased. The increase in 1950 flowed not only from the higher traffic level but 
from the effect of the 40-hour week for nonoperating employees. It should be 
realized that increases in rates of pay which tend to generate higher payrolls tend 
at the same time to result in higher productivity and consequently to diminish 
the number of man-hours of work. 

If another study of payrolls were to be made now, it is likely that the estimate 
of equivalent level payroll would be raised. However, prudence requires that in 
making an estimate of this kind, we do not depart too far from the findings of the 
exhaustive study of 2 vears ago. In weighing the various factors that enter into 
the determination of payrolls, we feel that the equivalent ievel payroll might be 
as high as $4.9 billion. In making this estimate we have allowed for the change 
in economic conditions since 1949, when the $4.6 estimate was made, and for all 
increases in wage rates including an increase for operating employees equal to the 
18% cents an hour for nonoperating employees. 
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Tar._eE 1.—FRailroad employment, tarable railroad payroll, and national income, 
1919-49 


Average number of 
employees Percentage 
Total taxabl National taxable 
payroll ineome payroll of 
All covered (millions (billions national 
employment income 
(thousands) 


Class I 
(thousands 
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Source: Column (1) from Interstate Commerce Commission Statement M-300; column (2) estimated at 
1.15 times column (1) for years 1919-36; figures for 1937-49 based on reports to the Railroad Retirement 
Board; column (3) for years 1919-36 estimated at 1.14 times total compensation of class ' railroad employees; 
figures for 1937-49 based on reports to the Railroad Ketirement Board; column (4) for years 1919-28 from 
s. Kuznets’ “National Income and Its Composition"; figures for 1929-49 from U. 8. Department of 
Commerce 


TABLE 2.—Percent of railroad payroll not in excess of $300 a month, 1937-51 


Percentage of 

total payroll 
under 3300 per 

month per 

Year: em ployee 
1937 - ia Se . 98. 
1938 ' : ats 7 97. 
1939 - : ‘ ‘ 7 ~~ 
1940___- as 98. 
194] : , , ; 98. 
1942 aan : 97. 
1943 ; ot Mae Ate 96. 
1944 : ‘ ; “- 95. 
1945 __ : : 95. 
1946 oe ; 4. 
1947 : : at Sau : 93. 
1948 be ; t ; = : 90. 
1949 , - 
1950 r see! ; ? 88. 
1951 Jakes : 1 §4. 
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TABLE 3.—Freight and passenger traffic on class I railroads, 1916-50 








7. | om = Passenger- |»... : .;| Traffic unit 
Year | Ton-miles a raffic units per man-hou 
Rillions Millions Pillions 

, RRS SS eS eee. ete es ewe 362 34, 586 526. 0 100 
1917. os sanded ; es 394 39, 477 581.0 (2) 
1918_. ines ; ; .| 405 42, 677 607.0 (2) 
1919__ ; : : ; ; . 364 46, 358 584.0 (2) 
1920 ; ‘ ; si ae 410 463, S4Y 632.0 1] 
1921 _ 307 37, 313 454.0 lif 
1922 re 339 35, 470 507.0 117 
1923 _. : - 413 37, 957 593. 0 119 
1924__ : i P ian 388 36, O91 559. 0 123 
1925 4 114 35, 950 584. 0 128 
1926 : : 444 35, 478 612.0 131 
1927 : ; 29 33, 650 589.0 130 
1928 : , : 433 31, 601 583. 0 135 
a . ee . FE. 447 31, 074 594. 0 137 
1930 PX. Si : S 3 383 26, 815 510.0 136 
Foe i : a 309 21, 804 $13.0 136 
1932... 234 16, 971 314.0 132 
1933... .. a H Y 249 16, 341 326. 0 146 
1934 4 269 18, 033 354. 0 145 
1935... 18, 476 370.0 4 
1936... 22, 421 445.0 167 
1937-. 660 478. 0 171 
1938 500 392. 0 160 
1939 2, 657 440.0 177 
1940 770 185.3 1st) 
1941 360 614.4 2085 
1942 53, 680 892.5 50 
1943 87,843 1, 143.2 300 
1944_. 95, 575 1,190.1 298 
1945 91, 745 1,114.7 280) 
1946 64, 608 S98. 7 247 
1947 45, 929 871.6 241 
1948 41, 185 833.3 235 
1949 5, 100 692.4 22u 
1950 31, 771 73¥. 1 257 





! Traffic units equal ton-miles plus 4.74 times passenger-miles 
2 Not available. 





THe Macnirupe or THE SocrtaL Security Cost DIFFERENTIAL 
UnpeER 8. 1347 


Reference is made to the comparative cost calculations for the social security 
reimbursement feature which Mr. Mvers introduced into the record. If, over 
the long range, experience reflects the Railroad Retirement Board’s assumptions, 
then the transactions between the railroad retirement account and the OASI 
trust fund will be equivalent to an annual transfer to the railroad retirement 
account of 0.25 percent on creditable annual railroad payrolls. Under this 
arrangement, item D, representing the excess of social security taxes on railroad 
pavrolls during 1937 to 1950, over additional social security benefits which would 
have been pavable if railroad earnings were credited, would be offset in process. 
As Mr. Myers indicated, such procedure would have the same financial equival- 
ence as an immediate transfer of the accumulated sum involved (in the neighbor- 
hood of $700 million) to the OAST trust fund, but with a rise in the reverse flow 
thereafter of something in the neighborhood of 0.65 percent of railroad payrolls. 

It is Mr. Myers’ position that the indicated surplus of 0.25 percent on an annua! 
basis to the railroad retirement account would not actually come into being. He 
foresees instead that the flow of funds will be in a steady stream in the other 
direction. He believes that if taxes are earmarked to the old-age and survivors’ 
insurance trust fund on account of all railroad service, at the social security level, 
the reimbursements flowing through the railroad retirement account—additional 
social security benefits which would be otherwise payable to the railroad employees 
with at least 10 vears of service—would be far less than a complete offset. In 
fact, he would quote a deficit as a result of such transaction equivalent on an 
annual basis to 0.69 percent of future railroad payrolls related to an annual base 
of $5.2 billion. 

On balance there are two main cost considerations which introduce what 
amounts to a spread of close to 1 percent in the cost estimates prepared by the 
Railroad Retirement Board actuaries and the modification introduced by Mr. 
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Myers. First, a more substantial reduction is taken by Mr. Myers to take into 
account the possible benefits in their own rights of the wives or widows of rail- 
road annuitants. Second, a basic disagreement exists as to the extent of the 
dual benefit area which may be expected in the future. 

As Mr. Myers points out, the reduction factors taken by the Railroad Retire- 
ment Board to allow for benefits of wives and widows in their own right are more 
than adequate as of the present time. The only question that is pertinent, 
therefore, is with respect to the possibilities in the future. While it is granted 
that for current awards and those of the near future only an incomplete story 
exists relative to the previous working lifetime of the widow or wife beneficiary, 
vet by the same token far fewer social security quarters of coverage are necessary 
at present for benefits to which these individuals can be entitled concurrently in 
their own right. The further fact should not be overlooked that the past decade 
has been one which was characterized by an extremely tight labor market. Very 
few restrictions related either to age or sex could possibly be practiced by em- 
plovers during this period in view of their pressing hiring needs. We are not 
ready to believe that the rising tide of female workers into the labor foree during 
the past few vears will not recede under more normal conditions. It should not 
be overlooked further that as the social security and railroad retirement systems 
grow older it will be necessary to have 40 quarters of social security coverage as a 
minimum for obtaining a primary insurance benefit. 

The more important point of disagreement between estimates prepared by the 
Railroad Retirement Board and Mr. Myers relates to the extent to which rail- 
road employees with 10 or more years of railroad service will work in social 
security employment before entering, after exit, and during the course of their 
period of railroad employment. Mr. Myers expresses the opinion that to all in- 
tents and purposes it will be the rare individua! indeed in the future who will not 
have enough social security employment to permit eligibility to a social security 
primary insurance benefit, but he argues from analogy with the general situation 
which arises when a certain excluded area is later brought within the coverage 
provisions of the social security system. The argument is advanced that from 
the point of view of the general employment pattern of an individual what hap- 
pens is that the earnings in employment previously excluded now become taxable, 
while at the same time the additional benefit which is bought under social security 
is obtained by the employee at far less favorable financial terms. 

We do not believe that the above reasoning by analogy is proper in connection 
with the employment story of the individual who spends his career in the railroad 
industry. Note in this connection that we are referring to men with at least 10 
vears of railroad service. The withdrawal rates for such men are extremely 
light insofar as the seniority practices result in an increasing continuity of em- 
ployment and a steady rise in the grade level of employment which keeps th 
railroad man more and more firmly attached to the industry as he grows older. 

The force of the foregoing remarks is that for the 10-year men it would be the 
unusual ease which shows any substantial concurrent or alternating pattern of 
employment between social security and railroad coverage during the period of a 
railroad employee's lifetime. There still remains the question of the extent of the 
prior social security working lifetime of men who first enter the railroad industry at 
an age such that a sufficient period of time would have been available to obtain a 
heavy block of social security coverage; 40 quarters worth or sufficiently close, 
such that in the future the remainder can be picked up before the employee retires. 
We do not feel that the incentive of a relatively small social security benefit would 
be sufficiently strong for the typical individual who makes railroading his lifetime 
occupation to seek ways and means of filling out his quarters of coverage for 
eligibility to a primary insurance benefit. 

While it is realized that the period with respect to which the following statistics 
have been gathered is not typical of the dual coverage picture as it will look in the 
long run, nevertheless, they cast some light on the problems under discussion. 
Recently, the Social Security Administration asked the Board to join in a study of 
dual earnings for the year 1948. A 1-percent sample representing individuals who 
worked in the railroad industry in that year was submitted by the Railroad Re- 
tirement Board to the Social Security Administration. This sample was collated 
with social security information, which included among other things the year of 
birth, cumulative social security earnings through 1948, cumulative quarters of 
coverage, etc. 

Two items of information are called to the attention of the committee. First, 
of new entrants into the railroad industry in 1948 in the age group 28 to 37, less 
than half had as many as 20 quarters of social security coverage. It should be 
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pointed out in this connection that this age group, years of birth, 1910 to 1919, 
inclusive, represents individuals.who on balance were exposed to possible socia! 
security employment for a period of 46 quarters on the average (January 1, 1937, 
to July 1, 1948). Second, it was also possible to examine the extent of coneurrent 
employment for the hard core of railroad employees. The study indicated that 
for the individuals with 12 months of employment in 1948, there was only negligib|: 
social security employment, limited to a small subgroup, during the period of what 
may be considered the employees’ railroad lifetime. 

To sum up, we feel that Mr. Myers’ assumptions as to the possible dual benefit 
area encompassing railroad employees with at least 10 years of service will be 
nowhere nearly as large as his opinion would lead one to believe. Further, there 
is little evidence as vet that there exists anything but minor areas in which a typical 
railroad man splits his earnings in a particular vear between railroad and social! 
security coverage. Third, we are not convinced that there will be anywhere near 
the indicated proportions of widows and wives who will have benefits in their own 
right offsetting the corresponding social security dependents’ benefits. Further, 
even if there is a much larger dual benefit area ultimately, it might well be pointed 
out that the effect on costs becomes progressively smaller as the incidence of the 
dual benefit situation becomes postponed toward later years. It remains for the 
future to prove or disprove the respective positions taken by Mr. Myers and the 
Board’s actuaries, 





Repvuctions in Cost Dust To THE Upwarp Drirt or AVERAGE EARNINGS 


During the course of his testimony on 8. 1353, Dorrance C. Bronson presented 
four tables for the record. Tables I and II indicate the nature of the upward 
drift of earnings for 1944-49. Table III develops a rationale for Mr. Bronson’s 
suggestion that the cost estimate for the provisions of the present act should be 
revised downward. The final table adds to the .46 percent that Mr. Bronson 
develops as an adjustment for the upward earnings drift an additional 1 percent 
for the tolerance differential. Then, with an arbitrary $5.2 billion payroll 
assumption (subject to a $300 creditable ceiling on monthly earnings) he proceeds 
to indicate the extent of the benefit increases which can be provided. The main 
purpose of this discussion will be an examination of the rationale for the .46 
percent modification which Mr. Bronson feels that the fourth valuation should 
have taken into account in the calculation of the required rate for financing the 
benefits now provided. 

Attention is directed to the first of Mr. Bronson’s tables. He shows therein a 
percentage distribution of employment in selected calendar vears from 1944 to 1949 
by calendar months worked in the respective vears. This table purports to show 
the inereasingly heavy tendency toward working a greater number of months in 
the vear. Thus, for example, while in 1944, 45.1 percent of all the employees 
worked in all 12 calendar months, by 1949 the percentage had increased to 57.6 
percent. Similarly, 2.7 percent of all the emplovees in 1944 worked 11 months, 
while the figure had increased to 4.9 percent in 1949. On the other hand, with 
respect. to individuals falling in the 5-7 month category, the percentage dropped 
from 9.5 percent in 1944 to 7.3 pereent in 1949; an even sharper drop was in 
evidence for people who had 1 month of creditable employment, from 16.2 percent 
of the total employment in 1944 to 9.4 percent in 1949. 

The second portion of table I shows a rise in the average taxable compensation 
for each category of months of service during the years for selected years 1944, 
1947, and 1949. 

Taken by itself, the first portion of the table tends to be misleading. Reference 
to the table will show that the increasing proportion of individuals in the 12-month 
group, for example, is not a particularly favorable factor. While these per- 
centages have been going up, the number of employees have been going down. 
And, as may well be appreciated, the drop in the percentage of employment for 
individuals with | creditable month of service together with the numerical decrease 
from 1944 to 1949 in total employment only reflects the sharp drop in the number 
of new entrants. This end of the range represents the new blood being poured 
into the railroad stream. Everything else being equal, it is with respect to the 
newcomers that we can look for net gains from taxes relative to corresponding 
liabilities incurred. On the other hand, the people in the 12-month category 
represent the older employees in large measure whose concentration of employment 
stems from their previous lifetime of railroad employment and the important 
seniority rights which they possess. 
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The factor which operates in reverse, of course, relates to the steady rise of the 
average monthly taxable compensation in each of the respective service month 
eategories (12, 11, 8-10, 1). 

Table II continues the presentation of the increasing concentration toward 
the higher annual pay brackets over the years. The emphasis here is placed 
on the 12-month service employees. 

It is from table III that Mr. Bronson develops the thesis that the railroad re- 
tirement valuations have not taken into account the switch from the lower annual 
brackets of compensation to the higher ones. It should first be observed that a 
critical analysis of the presentation discloses that the emphasis here is on the 
changes in earnings by calendar vear. Or to put it another way, the vear becomes 
the yardstick of measurement rather than the usual monthly unit for the railroad 
retirement benefits. The analysis here is rather faulty insofar as it is more adapt- 
able to the social security average monthly wage based on an elapsed period of 
time rather than to the monthly compensation average for the railroad retirement 
system, where the average is based on calendar months worked. To put it differ- 
ently, if the trend toward higher earnings in a year from 1944 to 1949 was effected 
primarily as a result of more months of service performed on the average rather 
than on the basis of the actual sharp increases in earnings per service month, Mr. 
Bronson’s argument would lose much of its foree. The progressive increase in 
monthly compensation rates with the consequent flattening out of the respective 
future salary scales used in the Board’s valuations have had their related effect on 
the normal costs of the system. A fairly good basis of comparison is available 
with respect to the normal cost for non-disability benefits according to the second, 
third, and fourth valuations. It should be noted that the benefit formulas in 
each instance for the non-disability retirements have remained essentially un- 
changed (except for the 20-percent increase of the 1948 amendments which effect 
the normal costs of the fourth valuation correspondingly); that the non-disability 
retirement rates are not very much different either. Thus, when the normal costs 
for non-disability retirement are modified to eliminate from consideration the 20- 
percent increase of the 1948 amendments, the respective normal costs in this 
category were 4.44 percent for the second valuation, 3.71 percent in the third, 
and 3.49 percent in the fourth. As expected, everything else being equal, because 
of the bent nature of the annuity formula the norma! costs have gone down de- 
cidedly as the compensation per service month has gone up. It should be noted, 
in addition, that such reduction proceeds at a steadily slower pace as the initial 
earnings are raised and the ceiling of $300 a month is approached. 

The discussion above is particularly pertinent insofar as part of Mr. Bronson’s 
arguments for a downward adjustment in costs seem to stem from an impression 
that the Board’s estimates are far behind earnings patterns and pay levels. If 
such be Mr. Bronson’s impression, it is not very much in accordance with the facts. 

The fourth valuation will be taken as a case in point. First, after examining ihe 
service month patterns experience in the vears 1944-46, that report reached the 
conclusion that the experience for those vears was too much influenced by the 
employment dislocations of the wartime economy; that the average service shown 
bv duration since entry was considerably lower than would ordinarily be expected 
in normal times. The decision to use the pattern of employment existing prior to 
1944 anticipated the heavier concentration of employment of the vears after 1947. 
it should be pointed out further, that the cost calculations for the Board’s valua- 
tions are split according to central ages and calendar vears duration groups since 
entry. Thus, in deriving our present costs, we worked with more or less homogen- 
ous groups whose future patterns of employment take into consideration the 
duration of their employment since original entry. Thus, for example, any of the 
employees prior to December 31, 1947, who had entered service in 1936 and prior 
would automatically be credited in our calculations with 1144 months for each 
future calendar vear of service. 

To put the matter in another way, the valuations could not fail to anticipate the 
heavier concentration of employment toward individuals with 12 months of service 
insofar as by their very nature the 12-month service group would come from 
emplovees in the older age groups and the earlier vears of entry. 

It should also be pointed out that the future salary scales used for the fourth 
valuation (and incidentally for the current estimates) actually take into account 
the various wage adjustments with effective dates as late as September 1, 1949. 
Attention is called to table A-27 of the 1949 valuation report which indicates that 
this has been done for purposes of calculating liabilities for future earnings afier 
1948. The only changes are those which might have affected a downward adjust- 
ment in costs. These changes relate to the wage rate increases that have become 
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effective and will become so retroactively since September 1949. It should be 
recognized, however, that whatever new modifications will result in cost must be 
of a minor nature in view of the barrier of the $300 limit on creditable earnings in 
&@ particular year. 

In preparing our most recent costs related to a $4.9 billion pay roll, the above 
considerations have not been disregarded. Everything else being equal, since 
somewhat less than the required tax rate of the fourth valuation (12.72 percent) 
Was actually forthcoming from railroad payrolls since 1947 (114% percent in 1948, 
12 percent in 1949-51), the required rate necessary as of present date to support 
the benefit structure of the existing act would be somewhat more than 12.8 per- 
cent. We have however, taken into consideration indirectly the latest set of 
increases by introducing an equivalent level payroll for a $300 a month creditable 
ceiling of $4.9 billion. Thus, as of present time, we are now quoting the net cost 
of the existing provisions of the act as 12.60 percent of payroll. 

In summary, the indicated decrease in costs which was required to be made as 
earnings drifted upward was actually effected in the various valuations. Second, 
the concentration in the employment patterns of emplovees in the past few years 
has not been disregarded by the very nature of the cost calculations going into a 
valuation proper. Third, the wage data used for the present estimates are not as 
dated as Mr. Bronson would appear to believe; they take into account wage rate 
increases effective as late as September 1, 1949. Finally, in view of the above, it is 
clear that the .46 percent modification which Mr. Bronson would introduce is not 
proper. And, further, anv reduction because of the higher wage drift since 1949 
would have to be from the fourth valuation level as modified to 12.8 percent be- 
cause of the continued use of the tax schedule introduced in 1947. The reduction 
so indicated in our present cost for the upward drift in wages since 1949 is taken as 
20 percent. So we have quoted present costs as 12.60 percent. 





Savines In Cost By INTEGRATING WitH Socrat SECURITY 


In answer to Mr. Fort’s communication of April 30, 1951, we pointed out in our 
reply letter addressed to you that the savings which could be effected under the 
benefit provisions of 8. 1347 by integrating with social security could be taken as 
2.96 percent. We had occasion to point out further that, if the benefit provisions 
of S. 1347 were related to a $300 limit on creditable earnings, the comparable 
savings via social-security integration would come to 3.09 percent. 

Strictly speaking, there would not have to be a direct orientation with the social- 
security system in order to introduce a similar postretirement work clause restric- 
tion. Let us therefore suppose, for convenience, that the benefit provisions of the 
present act were raised to the level of 8. 1347. Then the introduction of the social 
security postretirement work clause, keeping all other financing conditions the 
same (including a provision for these increased benefits to all railroad employees 
regardless of service) would effect a savings in the cost of this new level of benefits 
of 0.94 percent on a basis of a $5.2 billion payroll, and 0.95 percent according to the 
alternate $4.9 billion payroll (this latter figure subject to a $300 ceiling on monthly 
credits). 

Thus, after the reductions for the social-security type of work clause, it can be 
seen that the savings under 8. 1347 by integration with social security (including 
the transfer of individuals of less than 10 years of service) would be 2.02 percent 
(2.96-0.94) based on a $5.2 billion annual payroll, and 2.14 percent (3.09-0.95) if 
related to the alternate lower $4.9 billion payroll. 

The attached table indicates how these direct savings from social-security 
integration are broken down. The division, it will be noted, is for employees with 
less than 10 vears and those with 10 or more. And, for convenience and com- 
parability, this table shows the respective figures on the $5.2 and $4.9 billion annual 
payrolls, 

One final thought may well be in order. A related question has reference to the 
change in net cost of S. 1347, taking into account social-security integration if the 
service requirement of 8S. 1347 were eliminated. As indicated on the basis of table 
3 inserted into the record of May 1, the Board’s estimate according to the actual 
provisions of 8S. 1347 is 14.12 percent of payroll. The corresponding figure, if 
no service requirement were involved, would be about 1.25 percent higher. The 
same type of upward adjustment would be involved for the net cost of 14.30 
percent shown in table 3 of the statement prepared by Mr. J. Elmer Monroe. 
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Savings in the cost of the benefits of S. 1347 resulting from social-security integration 


Cost as percent ol 


$5.2 billion payroll! $4.9 billion payroll 2 


Employees with Employees with 


Less than | 10 years o ss than § 10 years « 
10 years more ul more 


Benefits eliminated 

Social-security benefits based on combined earnings 

Social-security benefits based on wages only 

Excess of social-security taxes on railroad payrolls 
over additional social-security benefits, 1937-50 

Social-security taxe sonr tilroad payrolls after 1950 

Savings [(A+B (C+D+4+E 


! Based on earnings limit of $400 per month 
2 Based on earnings limit of $3800 per month 
If service restriction were removed, this saving would disappear. owever, there would 
under (B minus C) of about 0.52 percent 
‘If service restriction were removed, this saving would disappear owever, e would 
under (B minus C) of abeut 0.57 percent 


Exuisir D 


Comparative costs of benefits under S. 1347 with and without social-sec arity 
integration based on $4.9 billion equivalent level payroll? 


Cost as a percent of 
payroll based on— 


Benefit 


provisions 


Actual 
tS “aaar of 5. 1347 
46 only “ 


A. Railroad Retirement Board benefits and administrative expenses 


Age annuities, pensions, and options 
Disability annuities payable before 65 
Disability annuities payable after 65 
Wives’ benefits 
Aged widows’ annuities 
Widowe od mothers annuities 
7. Children’s annuities 
8. Insurance lump sums_. 
9. Residual payments 
10, Allowance for maximum and minimum provisions 
11, Administrative expenses 


. Benefits according to social-security formulas based on compensation 
wages for cases adjudicated by the Railroad Retiremet Board 


1, Employee retirement benefits 
2. Wives’ benefits 
3. Survivor benefits 


Social-security benefits based on wages alone for cases also adjudicated by the 
Railroad Retirement Board 


1. E mployee retirement benefits 
2. Wives’ benefits 


Excess of social-security taxes on railroad payrolls during 1937-50 over addi- 
tional social security benefits which would have been payable if railroad 
earnings were credited 

Social-security taxes on railroad payrolls after 1950 

Funds on hand 


+, Summary: 
Railroad Retirement Board benefits and administrative e oe nses (A 
2. Reimbursements from old-age and survivors insurance (B— 
3. Amounts due old-age and survivors insurance (D+ E) 
4. Funds in railroad account (F) 1. 30 1.30 
5. Net costs ((1)+(3)—(2)—(4)) : 14. 30 17.39 
Based on employment assumptions of fourth vi valu: tion and t iking into account Wage-rate incre ases tO 
date, but subject to creditable monthly compensation limit of $300. 
? Contains postretirement work clause of present act and provides benefits to employees regardless of 
service. The introduction of the work-clause provision of 8. 1347 would change the net cost from 17.39 
to 16.44, 
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Exurnir E 


Illustrative projections of taxes and disbursements, and progress of reserve under 
S. 1347, excluding and including adjustments with the old-age and survivors 
insurance trust fund 

{Millions of dollars] 


Including adjustments with old-age and 
survivors insurance trust fund 


Excluding adjustments with old-age and survivors 


insurance trust fund 











} | | Taxable Bene- 
| | payroll Old-ene fits due 
| meet | Total | | motanan | for old- | O88 | trom 
Calendar | Taxable —_ | dis- Inter- | Balance | age and and sur- old-age Inter- Balance 
year | payroll Pn 2M | burse- est ? eR | surviv- amas | and sur- est 2 = a. 
| ments ! | ae ; 0. 4 cant vivors | =. 
| | | | | | insur- | . ;} insur- | 
| | | ance ance 
iene [— ‘ — ° = en 
1950 ' _— $2, 149 : 
1951 ..| $5,870 $704 | = $391 | $69 | 2,531 31} $166 $200 $69 | 
1952 5, 908 739 | 467 | 80 | 2,883 7 | 167 | 210 80 | 
1953 5, 753 | 719 | 492 90} 3, 21 | 163 220 | W | 
1954 5, 899 | 737 | 519 | 9} 3 222 230 | 99 | 
1955 | 5, 908 | 739 | 544 108 | 3 293 240 | 108 | 
1960 4, 588 | 574 | 655 | 135} 4 216 281 135 | 
1965 5, 580 698 738 147 5, 029 | 315 303 147 | 
1970 4, 624 578 | SUS 149 5, 012 ‘ 283 318 149 
1975 5, 253 657 S71 138 4, 622 4, 950 $22 332 140 
1980 4, 989 | 624 922 | 119 | 3,936 4, 701 306 341 125 
1985 5, 080 | 635 962 | SS 2, 866 4, 787 311 346 101 
1990 | 5, 080 | 635 | 993 | 1s 1,462 | 4,787 311 350 68 
1995 5, 070 | 634 | 1,010 | | 4,778 | 311 | 350 27 
2000 5, 034 | 629 | = 1, 000 | 4, 744 308 350 


! Includes $6.5 million per year for administrative expenses. 

2 At 214 percent on old-age and survivors insurance taxes and benefits, at 3 percent on other items. 

3 On the assumption that the amount of the initial settlement will remain in the railroad retirement ac- 
count as a credit against future old-age and survivors insurance obligations 


Note.—Income and outgo on account of crediting military service performed during World War II 
are not included. 


Source: U.S. Railroad Retirement Board, Office of the Actuary. 





Exuipir F 


ANSWERS TO QuEsTIONS AsKED BY Mr. Fort on May 2 

I. Liability to date as of maturity under Leighty table (existing benefit struc- 
ture based on required level rate of 12.42 percent) comes to about $13.6 billion 
compared to reserve of $7.9 billion at that time. 

2 (a). For left side of ““Research”’ projection on 8. 
adequacy after account is exhausted is 19.7 percent. 
(1995) is $17.5 billion. 

2 (b). For right-hand side of ‘“‘Research” projection of S. 1347, required rate 
for adequacy after account is exhausted is 18.8 percent. The liability at that 
time (1997) is $16.2 billion. 

3. The projection of taxes and disbursements under 8. 1347, assuming that all 
employees with less than 10 years’ service are retained for benefit purposes is 
attached. 


1347, required level rate for 
The liability at that time 
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Illustrative projection of taxes and dishursements, and progress of reserve under 
S. 1847, assuming that employees with less than 10 years of service are retained 
for benefit purposes 

[Millions of dollars] 





Taxable | Totaltax | Total dis- Seiliaeaiad Balance in 


Calendar year ; 1 
ilendar yea payroll | income | bursements! reserve 


nn 


om pe OS SS SO PO OS 


1950_.. 
1951... 
1952... 
1953. . 
1u54 

1955 

1060... 
10A5_. 
1970... 
1975... 
1980. 

LOSS 

1900_.. 
1995... 
2000... 


ov 4 


o 


Sr oe On abe Cr Cr 
m bo © 


2 on ee 


! Includes $65 million per year for administrative expenses, 


Nore.—Income and outgo on account of crediting military service performed during World War II : 
not included. Adjustments with the OASI trust fund are disregarded. 


Source: Actuarial Division, Office of Director of Research, U. S. Railroad Retirement Board. 


Exuinit G 
May 9, 1951. 
Memorandum from Robert J. Myers, Chief Actuary, Social Security Admin 
istration. 
Subject: The magnitude of the so-called social-security cost differential under 
S. 1347, 

$. 1347 represents an extensive revision of the railroad-retirement system, with 
the major purposes being to raise benefits and generally readjust the provisions, 
especially those in regard to survivor benefits, to be in conformity with the 1950 
amendments to the Social Security Act. In so doing there is one considerable 
shift in philosophy, such that on the whole the intent is to eliminate from any 
benefit coverage all railroad employees who have less than 10 vears of service bv 
making them covered under the OASI program for both retirement and survivor 
benefits. By doing this apparently it is thought that the long-service empioyees 
will be able to receive larger annuities than at present without increasing the over- 
all cost of the system (no change in tax rates is provided in the bill). It is quite 
possible that this may be the case since the employer contributions for the short- 
term employees will go for the benefit of the long-term employees (as is to a 
considerable extent the situation under most private pension plans as well as under 
various plans for governmental emplovees, such as civil-service retirement), while 
part of the short-term employee taxes will likewise be used (unlike the practice 
in any other system). 

Of major interest to the Social Security Administration are the provisions for 
crediting railroad earnings as OASI wages for the short-term employees and for 
financing not only the benfits based on these wage credits, but also financing the 
hypothetical social security costs for annuitants whom the RRB pays. The 
philosophy as to financing the social-security coordinating and offset provisions 
is that the OAST trust fund should be put in the same position as it would be if 
railroad employment had always been covered under OASI (and accordingly con- 
tributions received by OASI for such employment and, correspondingly, benefits 
paid). Although the bill provides only for a study along these lines, the fol- 
lowing discussion will be based on the assumption that such reimbursement and 
interchange provisions are actually in effect. 

These social security coordinating and interchange provisions have apparently 
been instituted because it is believed that railroad employees have a higher-than- 
average cost for OASI benefits and, accordingly, since they are not in OASI 
coverage, the OASI cost is reduced. Then, as the theory goes, this ‘‘savings”’ in 
cost to the OASI system should be given to the railroad system. This memo- 
randum wiil examine only the actuarial financing aspects of this viewpoint without 
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considering the important policy questions of any such procedure as this for any 
particular group or as it might be applicable to various industrial groups having 
a different cost composition than the average. 

First, consider the general cost results of extending OASI coverage. For any 
new employment category brought in, the over-all cost relative to payroll will in 
virtually all instances be reduced. This arises primarily from two elements, 
namely, the ‘‘work clause” and the ‘‘weighted’”’ benefit formula. These elements 
generally will more than offset any possibly unfavorable cost characteristics of 
the particular group (such as an older age distribution). The effect of the work 
clause may be seen quite simply; the more employment that is covered, the fewer 
instances there will be where individuals can receive OASI benefits and still be 
at work. As to the effect of the weighted benefit formula, the more of a person’s 
lifetime earnings that are covered, the higher will be the average monthly wage on 
which OASI benefits are based (since this average is obtained by dividing total 
taxable wages by a fixed period of time). Therefore, the lower will be the relative 
cost measured as a percentage of payroll because the additional! earnings brought 
in will generally produce benefits in the smaller final portion of the formula rather 
than in the heavily weighted first portion. The OASI benefit formula is 50 per- 
cent of the first $100 of average monthly wage and 15 percent of the next $200 of 
average wage. 

The RRB apparently argues that their cost composition is such that any sav- 
ings to OASI due to extension of coverage will be more than offset. While it is 
true that for this group there are certain elements making for higher costs, on 
the other hand, other factors are present which act in the opposite direction. 
“Higher cost” factors include an older age distribution and perhaps a lower aver- 
age retirement age (because of the availability of larger benefits). On the other 
hand, ‘“‘lower cost” factors include a higher wage level and a higher proportion of 
men (since women have superior mortality, lower average retirement age, and 
less regular employment, all of which increase costs and more than offset their 
lower cost due to having relatively less in supplementary and survivor benefits). 
On the whole, it is hard to strike a quantitative balance, but it would appear that 
if the railroad group is a higher cost group, the differential is not very great and 
would at least be offset by the general savings in cost due to extension of coverage. 

Next, consider the level-cost figures prepared by the RRB and included in 
their report to the Senate Committee on Labor and Public Welfare (shown in 
the first column of the attached table). Their calculations show that after 
taking into account social-security taxes and benefits on railroad payrolls, OASI 
would pay the RRB the equivalent of 0.25 percent of railroad payroll on a level- 
premium basis in addition to paying the cost of all benefits arising from railroad 
wages of employees with less than 10 vears of railroad service. On its very 
surface, this seems to be unreasonable because the railroad group could not 
have so high a cost as this in relation to the general OASI coverage. The higher 
age distribution is only one of many factors and, in my opinion, is very substan- 
tially offset by other elements. 

In order to investigate this matter, I have had several conferences with the 
chief actuary of the RRB and have seen a few of their summary work sheets, 
There has not been time to go into a complete investigation of their methodology 
and assumptions, but on the basis of such analyses as I could make in this short 
time, I am convinced that their assumptions as to the social security reimburse- 
ment feature are overstatements favoring the RRB. 

There are two major factors which I do not believe have been sufficiently 
taken into account: first, the provision in the Social Security Act (and also 
generally present in 8. 1347) which in effect prevents individuals from qualifying 
for more than one type of benefit; and, second, the social-security benefits that 
will be qualified for on the basis of OASI wages alone by individuals having 10 
or more years of service under the railroad system. 

As to the first factor, there are many cases where wife’s and widow’s benefits 
will not be payable, either in part or in full, because the woman has obtained a 
benefit in her own right by her own employment. Thus, particularly for the 
long-run future a very substantial proportion of married men will not have 
wife’s benefits on the basis of their OASI and rajlroad wages, nor will widow’s 
benefits be paid thereon. Specifically, the reduction factors (applied to total 
cost of benefits for the category under consideration) used in the RRB estimates 
to allow for this element were less than 10 percent: such factors are quite ade- 
quate for the present time, but in the future a greater and greater proportion 
of women will quality for benefits in their own right. On the basis of OASI 
experience to date and our future cost estimates, I estimate that these factors 
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would eventually be as much as 35 to 45 percent. Therefore, even for the rail- 
roads, with greater weight being placed on current and near-future experience, 
it would appear that reduction factors of less than 10 percent are not sufficient 
for this purpose. Accordingly, in my revision of the cost estimate a factor of 
20 percent for wife’s benefits is used and 25 percent for widow’s benefits, both 
of which factors could reasonably have been higher. 

As to the second factor, the transfer from the RRB will be larger since many 
with 10 or more vears of railroad service qualify for OASI retirement benefits 
solely on the basis of OASI covered employment. Such employment may be 
obtained before entering railroad service, concurrently or alternating with rail- 
road service, or after withdrawal from railroad service. With the greatly broad- 
ened coverage of OASI and the liberalized eligibility requirements, this will be 
a very important element. 

The RRB estimate as to the extent of long-term employees qualifying for 
OASI retirement benefits solely on OASI wages was on the general basis of 
assuming that only about 50 percent of those in this group who had a sufficient 
length of time before entry into railroad service and after termination thereof 
would obtain sufficient OASI wages to qualify for retirement benefits based 
solely thereon. It should be noted that there is a great incentive for these long- 
term employees so to qualify since they can receive both the railroad retirement 
benefit and the heavily weighted OASI benefit without any offset so long as 
they have no prior service under railroad retirement. 

It may be observed that according to the RRB actuarial valuation data, about 
30 percent of all new entrants are over age 30 at entry and accordingly would 
have had ample time to become insured under OASI before their railroad service. 
Many who enter at earlier ages, and many of the present employees, would have 
some OASI coverage prior to entry (or for present employees, prior to now) 
and would supplement this by such coverage after withdrawal from railroad 
service and even during such railroad service, not only through concurrent 
employment but also through alternating employment. In regard to the latter, 
long-term railroad employees are not assumed by the RRB estimates to be 
continuously employed but rather move in and out of railroad employment to 
some extent, and during these gaps it seems quite likely that there is in most 
instances OASI covered employment. 

In my estimate, a factor of 90 percent is used, as compared with the RRB 
factor of 50 percent, since for men OASI coverage is so universal and eligibility 
requirements are relatively easy to meet. Moreover, the RRB estimate did not 
take any account of those individuals who have some periods when they are not 
in railroad service but such periods are not sufficient in themselves to produce 
OASI eligibility. Such individuals may by concurrent or alternating employ- 
ment obiain sufficient additional OASI coverage to qualify under OASI (and it 
would be greatly advantageous so to do). I have added an additional 0.25 
percent of railroad payroll to allow for this element. Actually, | believe that 
this latter adjustment could quite well be as high as 0.75 percent of payroll, but 
I have deemed it advisable to take a very conservative figure so as not to over- 
state the case in regard to this point. 

The last column of the attached table gives my revised estimate of the cost 
figures relating to the social-security reimbursement, with modifications made to 
take into account the two factors mentioned previously. Except for the adjust- 
ments described above, I have taken the RRB figures as they stand. I believe 
that my figures are conservative in that they show a relatively low value for the 
reimbursement to OASI. In other words, I believe that a more thorough exami- 
nation would result in showing a greater transfer from RRB to social security 
than I have indicated in the table. 

According to my figures, the net result of the social-security coordination and 
reimbursement features would be that OASI would pay benefits on short-service 
railroad compensation, and that as to the net cost adjustment, RRB would each 
vear on the average pay to OASI an amount equivalent to about 0.7 to of 
the railroad payroll. It will be observed that as compared with the RRB esti- 
mate this is a change in the differential amounting to about 1 percent of the 
railroad payroll. 

This would mean that the railroad system would have to find this amount of 
money from some other source in order to be in the same relative financial posi- 
tion as indicated in the RRB cost estimates. (It would appear that part of this 
difference would come from a lowered cost estimate for the regular railroad bene- 
fits if the more proper assumptions as to duplication of benefits discussed above 


8§5691—51—-—28 
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were used; in other words, it would appear that the general cost estimates for the 
railroad benefits prior to considering any adjustments with OASI are somewhat 
overstated by not making sufficient allowance for this element.) Nevertheless, 
the net effect of these adjustments would be that the cost of the railroad system 
would be higher than the 14.13 percent of payroll shown in their estimate based 
on the other assumptions used in their calculations. In any event, under my 
estimate, even though the transfer is from the railroad system to OASI, the former 
is being treated equitably in regard to the obligations which OASI is assuming 
and those which the railroad system is assuming. 

If the transfers are considered on a year-by-year basis rather than on a level- 
premium basis, according to my estimate there should be an immediate transfer 
from the railroad system to OASI of about $700 million. Each vear thereafter 
there would probably be a small transfer from the railroad system to OASI 
amounting to roughly 0.3 percent of railroad payroll on the average. In this 
connection the RRB estimate of a net transfer of $32 million from OAST to RRB 
for the full year 1951 was examined. This was arrived at by taking the difference 
between an estimated $200 million of benefits due — OASI and $168 million of 
OASI taxes on total railroad payroll. Preliminary examination leads me to 
believe that the former figure is too high for many reasons (such as insufficient 
allowance for reductions due to the work clause and such as the presence of OASI 
benefits based on OASI wages) and should be in the neighborhood of $150 million. 
Accordingly, the differential in the first year of operation would probably be a small 
one in favor of OAST. 

In closing, let me summarize by saying that it is my firm opinion, based on the 
preliminary examination that I have been able to give the RRB cost estimates, 
that the so-called social-security differential will be far more in the direction of 
OASI than the RRB estimates have indicated. In fact, it seems clear that not 
only would there be required the transfer of $700 million as a lump-sum represent- 
ing the trust fund not built up by OASI, but in addition there would on the average 
at least be smal! amounts of transfers each year from the railroad system to OAS. 
Of course, as an offsetting feature, OASI assumes the cost of the benefits based on 
the railroad wages of the short-term railroad employees. Moreover, I believe 
that the cost estimate which I have presented in this memorandum is probably 
conservative, and the social-security transfer shown on flowing from RRB to 
OASI, rather than in the other direction (as indicated in the RRB estimates), 
may well be larger than I indicated. 


Level cost calculations for social-security reimbursement feature, based on $5.2 billion 
payroll ($400 monthly limit) 


RRB esti- | Myers’ esti- 


Item mates mate 
B. Benefits according to social-security formulas based on compensation and Percent Percent 
wages for cases adjudicated by RRB 6. 57 6. 23 
1. Employee retirement benefits ___- ‘ 3. 86 3. 86 
2. Wife's benefits . 62 | 5th 
3. Survivor benefits 2. 09 1.81 
C, Socisl-security benefits based on wages alone for cases also adjudicated by 
RRB = . 67 1.27 
1. Employee retirement benefits 57 | 1.10 
2. Wife's benefits . , , ithiashe me .10 | 17 
D. Excess of social-security taxes on railroad payrolls during 1937-50 over ad- | 
ditional social-security benefits which would have been payable if rail- | | 
road earnings were credited : f ; — 40 | . 40 
E.. Social-security taxes on railroad pay rolls after 1950_ weet 5. 25 | 5. 25 
I. Reimbursements from OASI (1 5. 90 | 4.%6 
Il. Amounts due OASI (D+F) : ony 5. 65 | 5. 65 
Ill. Net reimbursement from OASI to RRB (I-ID)__________- _— +. 25 | —. 69 
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Exuisir H 


[llustrative projections of taxes and disbursements and progress of reserve under 8. 1347 
(H. R. 3669), excluding and including adjustments with the OASI trust fund 


[Millions of dollars} 


Excluding adjustments with OASI trust fund 


Calendar year | Total | Total Balance | 
| Taxable | Total tax | aichurse-| Interest?| _ Past in re- | Deficit 
payroll income ments ! service | serve ({-g) 
— liability ? 


(d) | (f) (g) 


Seow. Saeea 149 

391 | , 531 

407 ‘ 2,115 2, RRB 

402 ( 2, 5 3, 200 

519 | wt 2, 905 3, 517 

O44 3, 28° 3, 820 | 

655 | 35 , 645 , 605 | 

738 5, 7: 5, 029 

ROS | ( ' , 012 

S71 3 7, OSS , 622 

922 : 5 3, 936 “ 

962 | . 7, 65 , R66 4, 793 

993 7,7 , , 245 
EEE 2 — ss 17, 617 
, 000 | . : 7,5 17, 511 

Including adjustments with OASI trust fund 
Calendar year I 3 Benefits I ot + Balance 
payee due from | Interest ? pas in re- 


for . service 
. dA’ . : serve 4 
OASI OASI liability SOEs 


Deficit 
(m-n) 


(dd) (m) (n) (o) 


149 

531 | 

SSS 

200 | 

517 | 

820 | 

605 

029 

012 10, 428 
699 | 11, 170 
162 12,054 
1U85 315 13, 059 
1990 185 14, 237 
1095 4, ‘ 35 27 , dat 756 15, 583 
2000__- ‘ . ¢ ae _ ° , 16, 244 


1950 
1951 
1952 
1953 
1954 
1055 
1960__ 
1965 
1970 
1975 


1980 


Nd COCO Wht 


Cons > 


! Includes $6.5 million per year for administrative expenses. 

2 At 21 percent on OASI taxes and benefits, at 3 percent on other items, 

3 Total past service liability is defined as the value of all future benefits due to service performed to the 
date as of which the calculation is made, 

4 On the assumption that the amount of the initial settlement will remain in the railroad retirement 
sccount as a credit against future OASI obligations. 

NoTteEs.——Income and outgo on account of crediting military service performed during World War II 
are not included. Where adjustments with OASI are considered, the future benefit liabilities relate to the 
present worth of future RRB benefits and OASI taxes plus net outstanding credit to OASI (on the basis 
of initially earmarked funds with respect to 1937-50 period) minus the present worth of future social security 
reimbursements. The figures in this table were calculated on the basis of the projection and therefore may 
be somewhat different from corresponding figures derived on the basis of level cost calculations 

Source: Data in this table furnished by U. 8. Railroad Retirement Board, Office of the Actuary. 


The CuarirMan. At this point in the record we will insert a state- 
rT. . rye e 
ment by our colleague, Mr. Thor C. Tollefson. 
(The statement referred to is as follows:) 
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STATEMENT OF Hon. Tuoor C. ToLLerson, A REPRESENTATIVE IN CONGRESS 
From THE STATE OF WASHINGTON 


Mr. Chairman and members of the committee, I am pleased to have the oppor- 
tunity to appear before vou and urge your favorable consideration of measures 
designed to amend the Railroad Retirement Act so that the benefits provided 
thereunder may be increased. That such increases are overdue and wholly 
justifiable can no longer, in my estimation, be successfully denied. Representatives 
of railway labor organizations have given long and intensive study to the subject 
of amending their Retirement Act and have now presented specific proposals to 
your committee which I believe merit vour early approval. These proposals 
are sound and will not in the opinion of actuaries impair the security of the 
act’s reserve fund. 

In my congressional district are a large number of railroad employees. Over 
the vears I have known them to be representative of the finest tvpe of American 
citizenship. I have found no occasion ever to question their integrity or their 
desire for a sound self-supported retirement program. They have given much 
thought and consideration to their system, and all who have contacted me with 
respect thereto sincerely believe that the fund will justify increased benefits. 
They believe also, and no man can gainsay them, that increased benefits are 
merited and needed in light of present-day living costs. It is impossible for the 
annuitant or the survivor to live on the benefits presently paid. When the 
retirement system was originally enacted the benefit provisions bore a reasonable 
relationship to the cost of living. That is certainly not true today despite slight 
increases since 1937. Living costs have increased all out of proportion to the 
benefit provisions of the Railroad Retrirement Act. In order for recipients under 
the act to live anywhere near decently their benefits must be increased. 

There are those who have suggested that payments into the system should be 
increased. I cannot agree. Already the railway employees pay 6 percent of their 
wages, and will pay 6}4 percent next year. Compare this to payments made into 
the Federal social-security fund. Until recently other employees paid only 
1 percent into that fund. Now they pay 1'4 percent and the maximum they are 
to pay in the future is only 314 percent. Any greater discrepancy between pay- 
ments into the two funds would be intolerable. Besides, the railroad retirement 
fund can stand increased benefits. 

As I have indicated, railroad workers want theirs to be a sound system. They 
would not advocate increased benefits if their fund could not stand them. Their 
actuarial studies have convinced them, as they have me, that Congress should 
amend the act to provide for greater benefits. I urge the committee to act 
favorably and soon on the proposals pending before it. 

Mr. Forr. I would like to say this further about those tables I 
have introduced. They are largely reproductions of figures which 
were introduced on the Senate side by actuaries and officials for the 
Railroad Retirement Board. I do not vouch for the correctness of 
the figures; I do not know whether they are correct or not. I put 
them in merely as reflecting what those officials and actuaries said. 

Mr. Beckworrn. I have appreciated your statement very much, 
Mr. Fort, and realize in view of it that you may not try to undertake 
to answer the question | am going to ask vou, but assuming the 
committee feels that it does not have enough information to make 
what might be termed “material changes” in the basic Railroad Re- 
tirement Act, and instead approaches it from what might be termed 
“the easy method,” that of raising the benefits percentagewise—do 
you have in mind any percentage that you feel would be a safe leap 
that the committee could take—25 percent, or 15 percent? Those 
two figures have been mentioned. I am just wondering, based upon 
the study you have made so far, do you have in mind any percentage 
that might be safe? 

Mr. Forr. Mr. Beckworth, I am very much puzzled by the whole 
problem, as I take it anvone would be. I do not know what is in 
the fund and what is not in the fund, except what these actuaries 
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tell us, and what Mr. Latimer tells us. They say there is not any 
money in the fund that is available for increasing benefits. That is 
generally the purport of their testimony. Mr. Latimer says, how- 
ever, that he believes that a proper coordination between social secu- 
rity and railroad retirement would make available certain savings to 
the railroad-retirement fund, and would permit some kind of in- 
crease. He said at one point there was no way to know how much 
that saving would be because you do not now have the information 
necessary to a reliable judgment, but at another point he took a wild 
guess of 15 percent. He seemed to think that benefits could be in- 
creased at this time only by anticipating savings which might be 
made in the future as a result of legislation still to be worked out 
providing for some form of coordination between railroad retirement 
and social security. 

Well, I cannot bring myself to believe that a prudent course to 
follow is to spend money before you have it, or before you have any 
provision for getting it. It is a little worse than counting your 
chickens before they are hatched, I think; so I really cannot give you 
any other answer than that, Mr. Beckworth. I wish that I could. 

Mr. Beckworrnu. In your study of the act, at what juncture, after 
its beginning, was it anticipated the greatest gain toward solvency 
would be made? 

Mr. Forr. I am not a competent witness on that point, Mr. 
Beckworth. 

Mr. Beckworrn. You spent considerable time on this $400 a 
month, | believe. 

Mr. Forr. Yes, sir. 

Mr. Beckwortn. Did you assume that the real foree behind that 
is from those who would like to place into the fund more money in 
order to make possible these additional benefits? Is that the real 
impetus for that provision? It seems perhaps the employees them- 
selves do not want it, and that the employers do not want it. Where 
does its force come from? 

Mr. Forr. I do not think there is much impetus behind it, if any. 
If you ask me how it crept into the draft of the bill, 1 would not 
know. One reason may have been a misapprehension concerning the 
extent the change might reduce the cost of benefits. As I said in my 
direct testimony, that reduction would not be significant for the pur- 
pose we have in mind. 

Mr. Beckwortn. | heard Mr. Latimer, and remember his com- 
ment about the fantastic assumption of what the payrolls would be. 

Mr. Fort. Yes. 

Mr. Beckwortu. What do you consider the best source of informa- 
tion the committee could use as to any forecast of what these payrolls 
will be in the years to come? 

Mr. Fort. Well, there is included among these tables, and papers 
which I have enclosed in my folder, a comprehensive statement from 
Mr. Matscheck, who is Director of Research of the Railroad Retire- 
ment Board, dealing with estimates of future railroad payrolls. He 
reaches an estimate of $4,900,000,000 as the level of future payrolls 
with a tax base of $300 per month, and $5,200,000,000 with a tax 
base of $400 per month. He indicates all of the reasons that enter 
into his calculations. 
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In Mr. Latimer’s prepared statement filed with you he deals at 
length with many of the matters that enter into calculating the pay- 
roll, and in that part of my statement which is included in the record, 
but which I did not read, I attempt to deal at some length with those 
matters. 

You get to this: Of course, no one can estimate with precision 
what the future payrolls in the railroad business will be. It depends 
upon too many things. It depends upon whether the railroads main- 
tain their position in the transportation field; it depends upon how 
the transportation field expands with relation to the general economy ; 
it depends upon what technological progress will be made; and it 
depends on a great many other things. But we do know this: that 
the taxable payroll will not increase in the same ratio as the level of 
wages if we retain the $300 limit. 

We do know that if you take the number of men now working 
for the railroads, which was given us by the Railroad Retirement 
Board as 1,466,000, and assume that each one earns as much as $300 
a month—which, of course, he does not—you would have a taxable 
payroll only of $5,300,000,000. 

We think at the moment we are in a period of inflation, both as 
to wage levels and as to the activity in business and in every other 
way. We know from history that those periods do not last forever, 
and when you are trying to estimate the payroll you are estimating 
into perpetuity. 

Offhand, I would not know of a better figure than the $4,900,- 
000,000 used by the Railroad Retirement Board, although I have the 
distinct feeling that it is too high. 

Mr. Beckworrnu. That is all, Mr. Chairman. 

The CHatrMan. Mr. Wolverton. 

Mr. Wotverron. Pursuing the inquiry that has just been made 
by Mr. Beckworth with respect to possible payrolls in the future, 
how many employees now come under the escalator provisions of 
agreements as to wages? 

Mr. Forr. Well, an agreement carrving an escalator provision has 
been made with the nonoperating employees, about 1,000,000 of those. 

Mr. Wotverton. What percentage is that of the total number of 
employees? 

Mr. Forr. Oh, I suppose around 70 to 72 percent. 

Mr. Wotverron. In the event that those clauses would get to 
work, based upon an inflationary period, then the wages would go up; 
would they not? 

Mr. Forr. They would have to go up as the cost of living goes up. 
All of that would not enter into your taxable payroll, you see. As 
the inflation resulted in wages of more than $300 a month, it would not 
increase the taxable payroll. 

Mr. Worverron. Yes; I understand that, but it would raise the 
general average. 

Mr. Forr. That is right. 

Mr. Wonverron. So that, if inflation continues and _ increases, 
there is no living man who could estimate what the payroll would be 
in the future. 

Mr. Forr. Well, vou can estimate this: That if the number of em- 
plovees does not increase, if vou take the present number of employees 

and, of course, we have a very high level of business now; about all 
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we can carry—the maximum taxable payroll would be $5,300,000,000, 
which is not very much more than the Retirement Board has esti- 
mated as the level of payroll for the future. 

Mr. Wolverton, | think vou would be interested in this: As Mr. 
Latimer pointed out, to sustain a bill like H. R. 3669 would require a 
payroll of $7,600,000,000 into perpetuity, a figure that has never been 
suggested by anyone as even a possibility. 

Mr. Wotverton. Well, the point that I am making is the question 
of payrolls becomes a very difficult one 

Mr. Forr. Oh, ves. 

Mr. Wo.tvertron (continuing). In an inflationary period because, 
whether you work under the escalator clause or whether it rises from 
increased demands upon the part of the workers, as the inflation 
increases, naturally the payrolls go up. How far thev would go would 
depend upon the degree of inflation and the experience in the future. 

Mr. Forr. That is entirely correct. Bear in mind however, that 
these payrolls are not bemg estimated only for the next few years; 
they are being estimated into perpetuity, and I hope we do not have 
to look forward to an inflationary condition in perpetuity. 

Mr. Wotverron. Of course, | have a remedy in mind that I do not 
suppose my friends on the right would necessarily agree with, as to 
how that might be stopped. 

Mr. Forr. There is nothing that would make me happier than for 
vou or anyone else to suggest a possible remedy. That would make 
everybody happy in this situation. 

Mr. Worverron. I am not sure whether we are on the right side 
or on the minority side. 

Now, Mr. Fort, do you visualize any constitutional questions that 
might or could be raised as a result of the provisions in either of the 
bills before the committee? 

Mr. Forr. Mr. Wolverton, these bills fell down on us like a brick 
house. They were introduced and within 10 days hearings were held 
on the Senate side. The hearings had no sooner finished on that side 
before they began on this side. I have not had the opportunity to 
ascertain whether there are any constitutional questions or not. 

Mr. Wotvertron. That is all. 

The CHarrman. Mr. Hale. 

Mr. Hae. Mr. Fort, right along the line of what Mr. Wolverton 
was asking, vou said that in the testimony nobody mentioned that 
railway payrolls will go as high as $7,600,000,000, It is quite easy 
for me to imagine that payrolls could go as high as $10,000,000,000 
or $20,000,000,000. As the dollar drops in value, a corresponding 
increase in railroad dollar payrolls is inevitable. If you keep con- 
tinuing to decrease the value of the dollar, is not that true? 

Mr. Forr. I do not know how anyone can tell how far this present 
inflation will run, if that is what you have in mind, Mr. Hale, but I 
do think it would be a somewhat violent assumption, and one con- 
trary to experience, to imagine that it is going on forever in perpetuity. 

Mr. Hace. I hope you are right, but, of course, when you are 
trving to look even 50 vears ahead in this testimony—and it looks 
ahead as far as the vear 2000—you face great doubt about the pur- 
chasing power of money. And, ‘of course, if it had not been for the 
downward trend in the purchasing power of money, there would be no 
great impulse to modify the act today. Is not thi at correct? 
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Mr. Forr. Oh, I think that is correct; yes, sir. 

Mr. Haue. In other words, the whole disposition to modify this 
act comes about from the fact that the purchasing power of the dollar 
has shrunk so that it does not give the annuitants, the pensioners, 
and what not, the protection that was originally contemplated? 

Mr. Forr. Yes. 

Mr. Hae. That, to me, is one of the great difficulties of our time. 

Mr. Forr. Yes. 

Mr. Hare. Now, I wanted to make another point. I was very 
much impressed in your testimony, as | was in Mr. Latimer’s, and in 
that of some of the other witnesses, that one of the great difficulties 
arises from the fact that you have these two plans or security systems 
going along simultaneously, social security and railroad retirement, 
and there are many people who at one time or another in their lives 
would be eligible to receive one form or the other of the benefits pro- 
vided. It seems to me that there is almost hopeless confusion arising 
now, and that more confusion is likely to arise in the future. 

Mr. Forr. Yes. Mr. Hale, 1 am not a pension expert. All I know 
about pensions is what I learned from other people. 1 do not know 
what the possibilities are of coordination between social security and 
railroad retirement; but, from what 1 have heard from the social- 
security people, our people, and Mr. Latimer, and, indeed, from the 
actuaries for the Railroad Retirement Board, it would seem to me to 
hold very distinct possibilities of making a much more sensible system 
than we have now, and one that would save the railroad employees 
money, and which would permit us to raise the benefits to railroad 
employees, and I think that it should be explored to the very limit, 
and very rapidly explored. 

Mr. Hare. It would seem to me that the most constructive thing 
that this committee could do would be to initiate studies looking to- 
ward an ultimate reconciliation of the two systems. Do you agree? 

Mr. Forr. Yes; I do. You will reeall Mr. Latimer said he thought 
that the solution would be to subject railroad employees to social 
security, and then to provide a supplemental system for railroad 
employees which would carry supplemental and additional benefits 
for them. 

In H. R. 3669 the type of coordination which is proposed is a mere 
shifting or transfer of moneys between the two funds. Many of the 
experts who have appeared here say that that is not a feasible thing 
to do, and that it would not avoid all of the duplicate benefits we now 
have, and that it would result in continuing confusion. 

Mr. Hate. If I recall correctly, the only witnesses who thought 
H. R. 3669 was sound in that respect were Mr. Leighty and Mr. 
Schoene. 

Mr. Fort. Yes, they are the only two that liked the bill. 

Mr. Hesevron. Mr. Fort, at the conclusion of your statement, you 
go into the possibilities of making moneys available for increasing 
certain benefits by adjustments between the two funds or some co- 
ordination between the two systems. You also indicate two other 
possibilities there. I wonder if vou would be willing to say just a bit 
more than you have in the statement where you said: 


by eliminating employees with less than 10 years of railroad service from benefits 
of the railroad retirement system. 
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Have you given that enough thought so that you would care to dwell 
a bit further on the 10-year period? 

Mr. Forr. I can only say this, I think that the division of the 
available moneys as between different benefits is largely a matter for 
the employees, so long as it is within a reasonable range, but the 
employees here do not agree. 

The nonoperating employees suggested the elimination of the man 
with less than 10 years’ service. As I understood the operating 
employees, they took a different view of it. Certainly, Mr. Stack, 
I think, took a different view of it as representing his people. 

Mr. Latimer thought that to eliminate these men would be a 
repudiation of some kind. 

I am not at all certain that he was right about that. I am not at 
all sure that if you reach the conclusion that there should be an 
elimination of the less-than-10-vear men there would be repudiation 
about it, but we regard that primarily as a matter for the employees. 

Mr. Hesevron. Do you have the same feeling with regard to the 
third possibility, the post-retirement work clauses of the statute? 

Mr. Forr. The Railroad Retirement Board calculates that there 
would be a saving of 0.94 percent of the payroll, which is a very con- 
siderable saving, and would permit the giving of a considerable 
increase in benefits. The proposed post-retirement work clause here, 
as I understand it is similar to the one now to be found in social 
security as amended last fall. 

As to that provision I feel very much as I feel about the 10-vear 
provision—if the employees generally are satisfied, I doubt whetber 
we are the people to complain about it. However, the different groups 
of employees do not appear to be together on these matters. 

Mr. Heseiron. I have a question with reference to these illustra- 
tive projections of taxes and disbursements and progress of reserve 
under H. R. 3669 in exhibit E, and exhibit H, and more particularly 
in regard to exhibit H. I realize that you have stated that you did 
not consider yourself an expert in this particular field, but I wondered 
if you had given any attention to this. I have raised the question 
before as to the taxable payroll. I am unable to understand the 
calculation set forth in the exhibit from 1951 up through about 1980, 
and beyond that. As far as taxable payrolls are concerned, there 
appears to be a period of comparative level. That is, it reaches up 
to $5,000,000,000, and, apparently, stays around that figure, and 
most of it is projected for a matter of 15 vears. Does that have any 
effect on your previous testimony in regard to what you believe would 
be the likely level of payrolls? 

Mr. Forr. Those figures are the figures, vou understand, Mr. 
Heselton, of the Railroad Retirement Board, and are not my figures. 

Mr. Heserron. Yes. 

Mr. Forr. I see nothing in those figures that would change any- 
thing that I have said. My own personal view is that they are 
rather high. 

The numbef of railroad employees in the future, it seems to me, 
will probably grow less because of technological improvement, and 
because of the fact that the railroad industry is losing business to 
competitive forms of transportation. I do not say that in a dogmatic 
spirit at all. I think it is a question no one can be sure about. 
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Mr. Hesevron. I have one further question, particularly on tabl 
H, which includes the totals with reference to total past service lia- 
bility. I think I can understand most of it, but in connection with 
column (f) I notice that there is a steady rise in that item up to 1990, 
and then it contrasts to the deficit figure that is shown in table f-¢, 
it begins to decrease. I cannot quite understand that. Do vou have 
any comment on that? 

Mr. Forr. The actuaries for the Board undertook to explain that, 
but I do not think I could say anvthing that would add to your under- 
standing. 

Mr. Heseiron. I see. That is all, Mr. Chairman. 

The Cuatrman. Are there any more questions? 

Mr. Harris. Yes, Mr. Chairman. 

The Cuarrman. Mr. Harris. 

Mr. Harris. Mr. Fort, I assume that in your testimony vou are 
dealing with this problem solely on the basis of what, in your judg- 
ment, is a sound fund in railroad retirement? 

Mr. Forr. Yes; I think that is correct. 

Mr. Harris. As I gather it, vou are not giving particular attention 
to your consideration of this matter as to whether or not there might 
ever be an emergency calling for additional benefits to take care of an 
increase in the cost of living? 

Mr. Forr. Well, I will not say that that has been disregarded in 
my thinking, because it has been at the forefront of my thinking. 

Mr. Harris. What? 

Mr. Forr. It has been at the forefront of my thinking, but you 
still have the question of where you are going to get the money. 

Mr. Harris. That is the reason I asked the question. You are 
trying to deal with it on the basis of how can the cost be provided? 

Mr. Forr. That is right. 

Mr. Harris. How can the fund be maintained and kept sound? 

Mr. Forr. That is right, ves. 

Mr. Harris. And the whole program continued on a sound basis, 
and you have not dealt particularly on the point at issue here as to 
whether or not, due to the increased cost of living, there is an emer- 
gency insofar as the fund is concerned, and whether or not that 
emergency should be met? 

Mr. Forr. I do not think that there is any difference between us. 
It is just a matter of statement. As I say, the man who is getting a 
private annuity now is getting the number of dollars that he bargained 
for, but he is not getting the purchasing power which he contemplated 
he would get. 

The same thing is true with people who are now getting paid off for 
endowment insurance dollars or any other insurance dollars, and the 
same thing is true of the holders of United States savings bonds. They 
are getting the number of dollars they thought they were going to get, 
but they are certainly not getting the purchasing power they expected 
to get. 

Mr. Harris. And the same thing is true in the adjustment of our 
entire economy in the past few vears. 

Mr. Forr. Yes. Now, just what can be done to lessen the impact 
of those ills that follow inflation I do not know, other than to try to 
minimize inflation or eliminate it. 
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Mr. Harris. Do you agree that it is a problem that ought to be 
given attention and that something be done about it? 

Mr. Forr. You mean to minimize inflation—I certainly do. The 
dollar will not buy what it would buy before, that is the very reason 
why vou want to raise the benefits, if the benefits can be raised; ves, 
sir. You were not here when I talked about that in my direct 
testimony. 

Mr. Harris. I might say you provided me with vour statement 
yesterday, and | have read it over. 

Mr. Forr. Yes. I| tried to point out that, although inflation has 
had an adverse effect on axnuitants under the railroad retirement 
system; they are still in better shape to meet the high living costs of 
today than people under the general social-security plan, even liberal- 
ized as it was last fall, so when you get to the matter of need you find 
no special situation among the railroad employees that requires 
remedy. 

Mr. Harris. Well, I recall you said in your statement that the 
railroad employees were paying four times as much in payroll taxes 
as employees covered by social security. 

Mr. Forr. That is entirely true. 

Mr. Harris. So they should have, then, greater benefits than those 
in social security, should they not? 

Mr. Forr. I also tried to point out in my statement that the amount 
of tax does not measure the need caused by high living costs. 

Mr. Harris. Unfortunately, that seems to be the general theory 
throughout the Government. 

Mr. Forr. I mean when you put it on the basis of need. Here is 
a social-security subject who did not pay as much tax, just as you 
say, but he must eat, just the same as the railroad man must eat, 
and when you get down to the test of need which I understood you 
to apply ——— 

Mr. Harris. That is right. 

Mr. Fort. We have the same test. 

Mr. Harris. The point I was trying to get to is whether or not, 
in your opinion, there is an emergency that should be met and we 
should try to do something about it to give some relief to these retired 
employees. 

Mr. Forr. Mr. Harris, I do not know that I would characterize it 
as an emergency. It is perfectly true the annuities will not buy now 
what they would have bought, and they will not buy now what it 
was contemplated they would buy, and if anything can be done in a 
sound way to remedy that situation why I personally would certainly 
be in favor of it. 

Mr. Harris. Well, I gathered that from your statement, and this 
leads me up to the final question which I wanted to ask: I was some- 
what impressed with your statement; in the first few pages I gathered 
the impression that you felt that there was something that probably 
could be done about it. Now, as I went on through and as you finally 
concluded I did not get the impression that you recommended that 
there was anything that could be done. If | am wrong about that 
I would like to be corrected. 

Mr. Forr. I prepared that statement on the Senate side. I was 
looking around hopefully, as | know you have been, to see something 
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come forward from day to day that would give an answer to the prob- 
lem. I must say that nothing came forward that gave a satisfactory 
answer, or gave an answer as satisfactory as I would have liked to see. 

Mr. Cuenowetu. Mr. Fort, I have a very few questions. I think 
that the other colleagues have covered most of them. 

I see in the 1950 annual report of the Railroad Retirement Board 
that there was a balance in the retirement account of $2,063,000,000 
as of the close of the fiscal year 1950, and that this fund increased by 
$338,559,000 over fiscal year 1949. In that year they have paid over 
$300,000,000 to 461,000 retired railroad employees or survivor bene- 
ficiaries. 

Now, you are well aware, I am sure, of the fact that there is a strong 
pressure and agitation for some increase in the benefits. Mr. Harris 
brought out the need for them. The railroad employees have con- 
tributed part of the money and the railroads part of it. It is their 
money, and I think they feel that they are entitled to a larger share 
of it at this time, and I think that I would join them in that demand, 
or request, if it can be done without causing too great an impact on, 
or jeopardize the fund. 

Now, do you not feel that we. have some responsibility here to do 
something in this situation in view of the figures that there is this large 
balance on hand? It is increasing at the rate of $300,000,000 a year. 
Perhaps we should not go as far as some are advocating, but can we 
not do something to bring about an increase in benefits to these men 
who are clamoring for it so loudly? 

Mr. Forr. On that page that shows the size of the fund that they 
have accumulated—does it show also the liabilities that they have 
accumulated? 

Mr. Cuenowern. | just looked at this very brief statement on page 
7 of the report. It gives the balance on hand at June 30, 1950. I 
presume this is their last statement. It indicates that the fund is 
increasing at quite a substantial rate. It shows a balance of $2,063,- 
000,000 as of June 30, 1950, and an increase of $338,559,000 for the 
year. 

Mr. Forr. There is a liability against that balance that is very much 
greater than the fund. 

Mr. Cuenoweru. | realize that. 

Mr. Forr. There is a liability of about $7.5 billion against that 
fund of $2.4 billion, so you do not have anything to play with in that 
fund, Mr. Chenoweth. I wish that you did have. 

When you speak of your responsibility, | think that vou have a very 
grave responsibility. I think you should take into account these 
increased costs of living. Also, I think vou should bear in mind that 
the capacity of a pension system to reflect inflauion, or respond to 
inflation, has very definite limitations. 

As | asked in my direct testimony, Where is that $2.4 billion that 
we have? We have loaned it to the United States Government at 
3 percent. We are getting back dollars, not purchasing power. 

Mr. Cuenowern. That is right. 

Mr. Forr. And on the basis of purchasing power, the interest the 
Government is paying us now on money we loaned the Government in 
1939, is less than 1’, percent. And that is true always of a debt 
situation. That indicates that there are definite limitations in a 
pension system to responding to inflation. 
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When you speak of your responsibility, vou have a very heavy 
responsibility with respect to future railroad employees who come into 
the system, not to weigh them down to an intolerable point by having 
paid benefits in the past that are excessive in the light of the income, 
so that you are practically robbing the man who is to come into the 
system later. I do not think that your committee would want to 
do that. 

Mr. Cuenowertnu. Oh, no. I do not think any one of us would 
want to do that. I assume you are speaking for the railroads of the 
country, the operators who make this large contribution. 

Mr. Forr. That is correct. 

Mr. Cuenowertu. Of course, your first interest is to keep the fund 
sound. Over and above that, would you join with these others who 
are seeking increased benefits if they can be obtained without in any 
way jeopardizing the fund? 

Mr. Fort. We want to keep the fund sound, and we want to keep 
the system so far as possible satisfactory to our employees. 

Take this angle, for example: We are now paving four times as 
much as other industries. If there were any margin in this fund, we 
would certainly have a logical basis to come in and say, ‘‘Do not use 
that margin to increase benefits, reduce the taxes and give us back 
some of our money.” We have not taken that position. We say, if 
you can find anything here, or get any money here, except by increas- 
ing taxes—and none of the emplovees want taxes increased—we are 
willing to have it go on benefits. If you can look around and find any 
way to get this money, all right. | cannot. 

Mr. Cnenowern. You mentioned a cost of 12.18 percent? 

Mr. Forr. Yes. 

Mr. Cuenowern. What are they contributing now? 

Mr. Forr. Well, the costs and the contributions are different 
things. 

Mr. Cuenowern. I thought that you might compare those. 

Mr. Forr. I think that 1 can explain it to you. The level tax con- 
tribution for the future is 12.5 percent of the payroll. The tax is now 
12 percent of the payroll, but it gets to be 12.5 next January. 

Now, that is one side of the picture. On the other side of the pic- 
ture, the Railroad Retirement Board estimates the cost, the actual 
cost, of the present system, as 12.6 percent of the payroll, or a very 
minor fraction greater than the taxes. 

Mr. Cuenowern. I see. 

Mr. Forr. That leaves nothing, if they are correct. Of course, in 
almost all estimates there is a great deal of speculation. It is not a 
matter of getting a fine sharp pencil and getting an exact result. 
They estimate for H. R. 3669 a cost of 14.12 percent of the taxable 
payroll, which is 1.62 percent greater than the taxes, and in making 
that estimate they took into account 2.96 percent of the payroll as 
offset savings, some of which the bill does not provide for at all. 

Mr. Cnenowetu. If you could have increased benefits which would 
only cost 12.18 percent, would that be too great a risk to take, do you 
think? 

Mr. Forr. Well, if you could get increased benefits, and get within 
12.5 or 12.6, it would be entirely all right, but how could you have 
your increased benefits and get within 12.6 when the costs of the 
present benefits are 12.6 percent? 


» 
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Mr. CueNnowern. In a part of your statement you mentioned 
$5.2 billion, and a cost of 12.18 percent was obtained for the pension 
sy stem rather than a cost of 12.6. 

Mr. Forr. 1 will tell you what the misunderstanding is. The cost 
of 12.6 is figured on a payroll of $4.9 billion. If you assume a $5.2 
billion payroll, you would be correct, that the cost would be 12.18 
percent. The Railroad Retirement Board says that the proper pay- 
roll is $4.9 billion. 

Now, if that other payroll is the proper one, and your cost comes to 
12.18 percent, that would leave vou with what—0.32 percent excess? 

Mr. Cuenowetu. That is right. There is some difference of 
opinion between the actuaries and the experts and the economists 
who have figured this, is that correct? I have heard it expressed here 
on the stand. 

Mr. Forr. Yes; I think that is correct. 

Mr. Cuenowern. You recognize the fact that we are charged with 
responsibility here. There is this need. The railroad employees 
have contributed this money along with the railroads. We are 
anxious to see that the employees are paid the highest possible benefits. 
If the costs and the contributions could be kept within a very close 
ratio, do you think that it would be too big a risk to go to, say, 15 per- 
cent, which I believe is the figure that most agree upon now? All the 
different groups have more or less agreed on 15 percent, and do you 
think that is too great a risk to take for a few years, in view of the 
present balance? 

Mr. Forr. Unless you have some offset by a postretirement work 
clause change, or by the treatment of less than 10-year men, or by 
some coordination, | do not see where you get enough money without 
loading the system up for future e mployees to bear. 

l feel my responsibility about this, and my interest is exactly the 
same as yours. [am just as much interested in having a system here 
that is satisfactory to our employees as you are. 

Mr. Cuenowern. | appreciate that. [am sure both of us want to 
see the retired railroad employees get every dollar that they possibly 
can obtain without jeopardizing the fund. That is what I want to do. 
That is why I am anxious to get your observations. 

Mr. Forr. | think that we are presented with a grave test here, as 
I said in the earlier part of my testimony, to determine whether any 
system of this kind can over a period of years stand the political 
pressures that are brought to bear, or whether it will inevitably fail, 
because of political pressures, 

Mr. Cuenoweru. Would it be your recommendation that we pass 
over the whole question for probably a few years to see what happens? 

Mr. Forr. I would not say “for a few years.’ 1 would go right to 
work and see what can be done to save money for this system by co- 
ordination with the social-security system. 

Mr. Cuenowern. Do not railroad employees generally object to 
being placed under social security? They feel that this is their own 
system that they have set up and paid for and they want to be inde- 
pendent of any other governmental agency; is that correct? 

Mr. Forr. There is some feeling of that kind, but I do not believe 
the railroad employees want to pay more for benefits granted by the 
social-security system than other people pay for the same benefits, 
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and I do not think they ought to pay more for them, and I think 
there are indications that they are paying more. 

Even in this bill of theirs, H. R. 3669, they have approached the 
coordination or integration theory by a provision for study of the 
transfer of money between the funds. I do not know what they will 
finally decide, but I do not believe that they want to perpetuate a 
scheme where they have to pay more for like benefits than is paid 
under social security, if that is a fact. I do not assert it to be a fact 
because I do not know. 

Mr. Cuenowern. Would you say that when the Railroad Retire- 
ment Act was passed that we made a bad deal; that we would have 
been better off to have let the railroad employees go into social secur- 
itv and protect themselves under that fund instead of setting up their 
own separate and independent fund as we have? You say now they 
are paying in more money than they would be under social security. 
Is that a bad deal for the railroad employees and the operators? 
Where do we arrive in this whole picture? 

Mr. Forr. You get into a very deep question there, and I do not 
know how much I know about it. | would not say that the railroad 
employees would like to get under the social-security system and have 
no other system. They would certainly want to have a supplementary 
system that reflects the higher taxes paid by them and their em- 
plovees. 

You ask whether they would be better off if they had never had the 
railroad system? 1 would not say so. But we must consider con- 
ditions as they are today. We should bear this in mind, Mr. Cheno- 
weth: One of the factors that has a great bearing on the cost of these 
systems is the expansion in the future of employment and payrolls. 

The social-security system is based generally on the whole economy 
of this country, and as the economy of this country expands, that 
will tend to decrease the costs under general social security. It can- 
not be expected that one industry, and certainly not that the railroad 
industry, will expand in the future in a way to correspond with the 
expansion in the whole economy because the establishment of new 
industries constantly contributes to the expansion of the whole 
economy. For example, in the 1920’s we had the automobile industry 
with its tremendous expansion. Recently, we have had television, 
and so on. 

Mr. Cuenowern. I appreciate your frank statement, Mr. Fort. 
| can see you have given a good deal of study to it. It is a technical 
subject. 

Mr. Forr. Thank you. 

The CuatrmMan. The committee will stand in recess until 2:15, 


AFTERNOON SESSION 


The CuatrmMan. The committee will be in order. 
The next witness I understand will be Mr. Souby. 


STATEMENT OF JAMES M. SOUBY, GENERAL SOLICITOR, 
ASSOCIATION OF AMERICAN RAILROADS 


Mr. Sousy. My name is James M. Souby. I am general solicitor 
of the Association of American Railroads, which is a voluntary asso- 
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ciation composed principally of what are known as class I railroads 
Its members operate about 95 percent of all class I railroads and 
their annual revenues amount to about 95 percent of the total annua! 
revenues of all class I railroads. I am submitting my statement in 
behalf of that association and its members. 

In my statement I shall deal in the main with the nature and level 
of benefits under the present Railroad Retirement Act and endeavor 
to show how they compare with those provided for under the Social 
Security Act as recently amended and those which would result from 
the amendments to the Retirement Act which are proposed in H. R. 
3669 and H. R. 3755. As a basis for my discussion I have prepared 
certain tabulations making comparisons of the various types of benefits 
under the two acts and as proposed in the two bills to which I have 
referred. I will discuss these tables later. Before going into details, 
however, with respect to the present and proposed benefits, I think 
it well worth while to review briefly the history of the two existing 
retirement systems. 

Bills proposing to establish a railroad-retirement system were first 
introduced in the Congress in 1933 and resulted in the enactment in 
the following year of the Railroad Retirement Act of 1934, which 
was approved June 27, 1934. This act included a provision levying 
a payroll tax of 4 percent on the railroads and 2 percent on railroad 
employees to support the system. Under that act, retirement was 
made absolutely compulsory at age 70 and was also compulsory at 
65 except that employment could be extended 1 year at a time up to 
age 70 by specific agreement made each year between the employer 
and employee. 

The railroads had opposed the legislation before the Congress and 
_upon ifs enactment brought court action challenging its validity on 

constitutional grounds. They were successful in the litigation. 
The decision of the Supreme Court holding the law to be unconstitu- 
tional was handed down on Mav 6, 1935 (Retirement Board v. Alton 
R. Co., 295 U.S. 330). 

The Social Security Act, which was approved August 24, 1935, 
originally covered railroad employment as well as employment in 
other industries in general. However, within a few days after the 
enactment of that statute Congress enacted the Railroad Retirement 
Act of 1935 and the Carriers’ Taxing Act of 1935, both of which were 
approved August 29, 1935, 5 days after the approval of the Social 
Security Act. The first of these two acts amended the Social Secu- 
rity Act so as to remove railroad employment from its coverage. 
While not making retirement compulsory at any age, it provided for 
a reduction in the annuity of one-fifteenth for every vear a man 
remained in service after age 65, with a proviso that this would not 
apply up to age 70 where the continuance in employment was pursu- 
ant to a written agreement made from year to year between the 
employer and employee. The statute contained no provision with 
respect to taxes, but merely provided that the annuities for which it 
provided should be paid out of any money in the Treasury which 
might be appropriated for that purpose. 

The separate Taxing Act, however, with no specific reference to 
the Retirement Act, imposed a tax of 345 percent each on the railroads 
and railroad employees on all wages up to $300 per month. It was 
apparently hoped in this way to immunize the legislation against 
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successful attack in the courts. The railroads nevertheless brought 
action to enjoin it, and on June 26, 1936, the United States District 
Court for the District of Columbia held the Taxing Act to be an in- 
tegral part of the retirement system provided for in the other act and 
to be invalid for the reasons given by ~~ Supreme Court in condemn- 
ing the 1934 statute (Alton R. Co. Railroad Retirement Board, 16 
F. Supp. 955). The court secendinaby enjoined the collection of the 
tax. 

The Government took an appeal from this decision, but, pending 
the appeal, the situation was a confusing one. The Railroad Retire- 
ment Board had been set up under the Railroad Retirement Act of 
1935, had received appropriations from Congress both for adminis- 
trative expenses and for the payment of annuities and had proceeded 
to grant annuities to numerous retired employees. President Roose- 
velt took notice of the situation and on December 28, 1936, in similar 
letters addressed to the chairman of the Railway Labor Executives 
Association and the president of the Association of American Rail- 
roads urged railroad management and railroad labor to confer in an 
effort to reach agreement on a satisfactory solution of the problem. 
As the result of that letter, representatives of railroad management 
and the railway labor organizations held conferences and reached 
agreement on a plan for a railroad retirement system. Bills embody- 
ing the terms of the agreed upon plan were thereafter introduced in 
Congress and were enacted as the Railroad Retirement Act of 1937; 
approved June 24, 1937, and the Carriers’ Taxing Act of 1937, which 
was approved June 29, 1937. 

The Railroad Retirement Act of 1937 provided for noncompulsory 
retirement at age 65, with full annuity, or at age 60 after 30 years of 
service, or in case of total disability, with a somewhat reduced an- 
nuity. It also provided for retirement with full annuity for total 
permanent disability after 30 vears of service, regardless of age. 
The annuities were based upon the same formula that had been used 
in the 1934 and 1935 acts, which gives weight both to average monthly 
compensation not in excess of $300 per month and length of service. 
Those who were in railroad service on August 29, 1935—the date of 
the enactment of the Railroad Retirement Act of 1935—or who still 
retained rights to railroad employment on that date were entitled to 
credit for all railroad service prior to 1937 up to the point where it 
did not result in a total service of more than 30 years. All others 
were to receive credit for service only after 1936. This resulted in a 
maximum annuity of $120 for the first 30 vears after 1936. There- 
after there was no maximum, the only limitation being a provision 
that service after age 65 would not be used in computing the vears 
of service. Both the 1934 and 1935 acts had fixed 30 vears of service 
as a permanent maximum for use in computing annuities. Minimum 
annuities were also provided for employees reaching age 65 with at 
least 20 years of service and death benefits were provided for through 
a provision calling for a refund to survivors of all taxes which had 
been paid by the “deceased employee, plus an allowance for interest, 
less any benefits that he may have received under the act prior to his 
death. I shall refer to this hereafter as the tax-refund provision, 
because it is sometimes confused with other lump-sum payments, this 
one generally being called the residual lump-sum payment. I think 
if I call it the tax refund it makes clear what I am talking about. 

85691—5 
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The Taxing Act levied a tax in equal amount upon each railroad 
and each railroad employee for all wages up to $300 per month. 
This tax started at 2% percent on each beginning January 1, 1937, to 
be increased one-half of 1 percent at the end of each 3-vear period 
until it reached a maximum of 3% percent on each on January 1, 1949. 

Right there I want to make a brief comment giving a little history 
connected with that tax schedule, because 1 think it is highly im- 
portant, particularly in view of some of the testimony that has been 
put on the record here to the effect that past experience has estab- 
lished a propensity on the part of the actuaries to overestimate the 
cost of the retirement system and underestimate the tax receipts. 

In the negotiations between the railroad managements and railroad 
labor which resulted in agreement on a railroad retirement system 
they first reached an agreement as to what should be the maximum 
tax that was to be imposed on each. They agreed the tax would be 
borne equally and they agreed that 3% percent tax on $300 a month 
would be the maximum tax that either should pay. 

The first bill that they drew up provided for the tax to start at 
2's percent instead of 2% percent and to wind up at 3! percent instead 
of 3% percent. They based that tax on estimates then made by the 
actuaries of the Railroad Retirement Board that a total ultimate tax 
of 7 percent would be adequate to finance the benefits provided for 
in the bill. 

Before that bill was acted on, however, in Congress, the representa- 
tives of the United States Treasury came in and said that that tax 
was not adequate, that under their actuarial calculations it would 
require an ultimate tax total of 7}s percent of the payroll to take care 
of the benefits. Management and labor had to get their heads 
together again because they had definitely agreed on the lower basis 
of 342 percent each, but both of them agreed to raise the tax on each 
the necessary one-fourth of 1 percent to meet the views of the Treasury 
Department. ‘ 

Now what happened? By 1946 when these Crosser Act amend- 
ments were up here for consideration it Was admitted on all sides that 
the then existing railroad retirement system was underfinanced. In 
other words, they found out by experience over the period of vears 
that had intervened that even the higher tax rate of 7}: percent which 
the Treasury Department had recommended had proven inadequate 
to meet the cost of the benefits. There was some disagreement as 
to the extent of the deficiency but evervone agreed there was a 
deficiency, and in the final action on the Crosser bill, which raised 
tue taxes to their present basis with an ultimate rate of 64 percent 
on each, a good part of that increase of 2!) percent was designed to 
cover the deficiency that had developed in the old original tax base. 

I merely mention that to show that experience has not in the past 
been all one way with respect to these actuarial estimates of the cost 
under the railroad retirement system. 

The railroad retirement system as thus agreed upon between 
railroad management and railroad labor was purposely made much 
more liberal than the system which had been set up under the Social 
Security Act. It provided for every type of benefit which was provided 
under the latter system, but on a much more liberal basis, and in 
addition provided some benefits which were not available to workers 
covered by Social Security. The latter was entirely an old-age 
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retirement system and contained no provision whatever for retirement 
on account of disability. 

In 1939, before benefits had begun to be paid under the Social 
Security retirement system, that act was broadened to include 
benefits to wives of retired workers under certain conditions and ben- 
efits to survivors of workers covered by the act who might die either 
before or after retirement. No change was made at that time in the 
basic benefits under social security in the way of retirement annuities, 
provided for in the original act. 

This broadening of the social security system resulted in a move 
by representatives of railway labor for a broadening and liberalization 
of benefits under the railroad retirement system, resulting finally in 
the enactment of what is commonly known as the Crosser Act, which 
was approved July 31, 1946. Amendments made by that act included 
(1) provision for survivor annuities patterned after those then provided 
under the Social Security Act but averaging about 25-percent higher; 
(2) a great liberalization of the provisions governing disability annui- 
ties, for which no provision has ever been made in the Social Security 
Act; and (3) changes in definitions and in the provisions with respect 
to minimum annuities which resulted in substantial increases in 
retirement annuities, although making no change in the formula for 
their computation. According to estimates made by the Railroad 
Retirement Board, shortly after the enactment of the statute, the 
1946 amendments resulted in an over-all increase of about 40 percent 
in the cost of the retirement system. The amendments did not 
include provision for annuities to wives of annuitants, as did the 
Social Security Act. They also eliminated the tax-refund provision 
to which I have already referred as amounting to a guaranty that 
an employee or his survivors would always receive in benefits as much 
as he had paid in taxes, plus interest. It was apparently felt at the 
time, that, in view of the other benefits provided for survivors, such 
a guarantee was no longer called for. 

The Crosser Act also increased the taxes pavable by the railroads 
and the employees for the support of the retirement system to 5% 
percent each in 1947 and 1948, 6 percent in 1949, 1950, and 1951 and 
614 percent thereafter. That 614 percent is to go into effect January 1, 
next year. 

The Railroad Retirement Act was again amended in 1948 by the 
Wolverton Act, approved June 23, 1948. All outstanding retirement 
annuities and pensions and all future retirement annuities were in- 
creased 20 percent, with no change in survivor benefits except that the 
tax-refund provision which had been eliminated by the 1946 amend- 
ments was restored and made retroactive during the period of its 
suspension. It is interesting to note in this connection that the Social 
Security Act originally contained a similar provision which was elimi- 
nated by the 1939 amendments providing for general survivor benefits 
and has never been restored. 

Until last vear, the only change which had been made in the social 
security system was the broadening of it to include annuities to wives 
of retired workers and benefits to survivors of workers who might die 
either before or after retirement. No change had been made in the 
original basic retirement annuity. The 1950 amendments, however, 
greatly liberalized all types of benefits under the social security svs- 
tem, as well as broadening its coverage to include a great many 
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different classes of workers and to include the self-employed. In 
spite of this liberalization, however, the basic benefits under the Social 
Security system, i. e., the retirement annuities, are still far below those 
now provided under the railroad retirement system. The latter not 
only pays much higher annuities to those retiring on account of age, 
but it also accords annuities to persons retiring on account of dis- 
ability. Under the social security system, a person who becomes 
totally disabled at any age under 65 must wait until he reaches that 
age before he can qualify for an annuity and then his annuity will be 
based upon his average monthly wage for a period which will include 
the entire period of his disability up to age 65. 

With respect to survivor annuities, however, the social security 
system, as the result of the 1950 amendments, is unquestionably more 
liberal than the railroad retirement system. This is by no means true 
as to all survivor benefits, but only as to annuities to survivors. The 
amendments also broadened the wife’s benefit into a “‘spouse’s” bene- 
fit; that is, it now provides for the payment of an annuity under certain 
conditions to the husband of a retired worker. The railroad retirement 
system provides no such benefit for either husbands or wives. 

The present situation with respect to the two systems therefore, 
speaking generally, is that the railroad retirement system provides for 
every type of benefit for which the social security system provides 
with the exception of the spouse’s benefit and survivor annuities to 
widowers. On the other hand, the railroad retirement system pro- 
vides two types of benefits which have no counterpart in the social 
security system. These are disability annuities and the tax refund. 
As concerns the measure of benefits, the railroad retirement system is 
much the more liberal in the case of retirement annuities and certain 
benefits to survivors, but less liberal in the case of survivor annuities. 

When we come to consider the two statutes I think it is still fair to 
say that the basic benefit under each is the retirement annuity. The 
social security system was originally strictly an old-age insurance 
system. It was extended later into an old-age and survivors insurance 
system. The Railroad Retirement Act originated as an old-age and 
disability insurance system and was later expanded into an old-age, 
disability and survivors insurance system. 

The basic benefit, as I say, still is the retirement annuity. That is 
the one to which the employees attach by far the greater importance, 
I think, without question. 

Now when it comes to comparing the retirement annuities under the 
two systems, we are handicapped by the fact that they use wholly 
different methods for computing retirement annuities. Under the 
social security system this basic annuity is the sum of 50 percent of the 
first $100 of “average monthly wage,” plus 15 percent of the remainder 
up to a total average monthly wage of $300. This means an absolute 
maximum retirement annuity of $80 per month. 

Under the railroad retirement system, the annuity is the result 
obtained by multiplying the years of service by the sum of 2.4 percent 
of the first $50 of “monthly compensation’’, 1.8 percent of the next 
$100 and 1.2 percent of the next $150. For an average monthly com- 
pensation of $300, the sum of those computations will be $4.80. For 
30 years of service this produces an annuity of $144 per month, which 
is temporarily the maximum annuity under the railroad retirement 
system because of the provision allowing credit for service prior to 
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1937 only up to the point where it does not make the total years of 
service exceed 30. 

This maximum, as I have said, is only a temporary one and will end 
in 1967. That is to say, it does not apply to thousands now in railroad 
service who will come up for retirement after 1967. 

The only other limitation upon the number of years of service that 
may be used in computing railroad retirement annuities is that service 
rendered after age 65 may not be used. This means that a man enter- 
ing railroad service at any time after 1936 will be entitled to full credit 
for all service up to the time he reaches age 65. A young man starting 
railroad service in 1937 or any time thereafter at age 20 could thus 
acquire as much as 45 years of service, and if he had an average 
monthly compensation of $300 would be entitled to an annuity under 
the present Act of $216, compared with the maximum possible annuity 
under the Social Security Act of $80. 

Thus it is clear that under the Railroad Retirement Act, retirement 
annuities vary directly with variations in lengths of railroad service, 
whereas under the Social Security Act, being based entirely upon aver- 
age monthly wage, they do not appear at first blush to depend at all 
upon length of service. This appearance is very deceptive, however. 
In fact, due to the method used in arriving at the average monthly 
wage, the measure of retirement annuities under that act is influenced 
greatly by length of service in covered employment. 

The “average monthly wage” used in computing annuities under 
the Social Security Act is quite a different thing from the “‘monthly 
compensation”? which is used in computing annuities under the Rail- 
road Retirement Act. As a result of this difference, it is grossly mis- 
leading to compare the annuity payable under the Railroad Retire- 
ment Act for a man with a given monthly compensation but with 
only 10, 15, or even 30 years of service, with one payable under the 
Social Security Act for a corresponding average monthly wage. 
Although both received the same rates of pay, the average monthly 
wage of a man working 10, 15, or even 30 vears under the Social Se- 
curity Act would by no means correspond with the monthly com- 
pensation of one with similar periods of service under the Railroad 
Retirement Act. 

Under the Railroad Retirement Act, monthly compensation means 
just what the term itself would imply if preceded by the word ‘‘aver- 
age.’ It is determined by dividing a man’s total earnings while in 
railroad employment, not in excess of $300 in any month, by the 
actual number of months in which he worked to earn them. Under 
the Social Security Act, however, the average monthly wage for the 
purpose of a retirement annuity is determined by dividing a man’s 
total earnings in covered employment from his “‘starting date’’ to his 
“wage closing date,’’ not in excess of $3,600 in any year, by the total 
number of months elapsing from his “starting date” to his “closing 
date,” regardless of whether he was actually in covered employment 
during all that time or not. A man’s starting date is defined as 
“December 31, 1950, or, if later, the day preceding the quarter in 
which he attained the age of 22, whichever results in the higher 
average monthly wage.’’ In other words, it has no necessary reference 
to the date he actually enters covered employment. Similarly, a 
man’s wage closing date has no necessary reference to the date he 
leaves covered employment. It is defined as “the first day of the 
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second quarter preceding the quarter in which he died or became 
entitled to old age insurance benefits, whichever first occurred.” 
There are certain exceptions and qualifications to these definitions 
but they are of either minor or only temporary importance. One is 
that when a person was in covered employment prior to 1951 his 
starting date may be either December 31, 1936, or December 31, 1950, 
whichever gives him the best result. Another is that where a man 
has sufficient service to qualify for an annuity at age 65 but continues 
to work, his closing date will be based either upon the date he reached 
65 or the date of his retirement, whichever produces the more favorable 
result. 

The effect of all these rather confusing provisions is that, under the 
Social Security Act, any man who reaches age 22 after December 31, 
1950, cannot possibly have an average monthly wage of $300 for the 
purpose of a retirement annuity unless he has worked every year from 
age 22 to age 65 in employment covered by social security and has 
earned as much as $3,600 in each year. In other words, he must have 
at least 43 vears of continuous service in order to have the maximum 
average monthly wage of $300. If he should enter such employment 
at age 22, earn as much as $3,600 each year for 10 years, then stop 
working altogether or go into some work not covered by social security, 
his average monthly wage when he became eligible for an annuity at 
age 65, instead of being $300, would be only about $70. The result 
would be the same if his 10 years in covered employment came at the 
end of the period from age 22 to 65 or anywhere between. On the 
other hand, under the Railroad Retirement Act, no matter when or at 
what age a man first enters railroad service, if he earns as much as 
$300 per month while he is so employed, his monthly compensation 
for the purpose of computing his annuity will be $300. 

I do not wish to be understood as criticizing the method used by 
Social Security in determining the average monthly wage. On the 
contrary, I think it is a wholly proper one, in view of the fact that the 
resulting average is the sole basis on which retirement annuities under 
that act are calculated, and more particularly in view of the weight 
which is given to the first $100 of the average in computing such 
annuities. I think it fundamental to any sound old-age insurance 
system that the benefits bear some reasonable relation to the premiums 
paid for the insurance, and where the total premium depends upon 
years of service, reasonable weight should be given that element in 
determining the benefits. My sole purpose in referring to the way in 
which average monthly wage is determined is to emphasize the fact 
that, contrary to what many seem to think, length of service in covered 
employment does have a most important effect upon the measure of 
retirement annuities awarded under the Social Security Act, a fact 
which is of the utmost importance in any attempt to make a fair com- 
parison of annuities under that act with those under the Railroad 
Retirement Act. 

For the time being, because of provisions which have the effect of 
giving credit for prior service in order to enable those of advanced age 
when first brought under coverage of the act to qualify for annuities 
of respectable amount, the method of calculating average monthly 
wage under the Social Security Act does not have the full effect which 
I have described. The situation will be entirely different in the future, 
however, when the great bulk of those qualifying for retirement 
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annuities will have spent most of their adult lives up to age 65 in 
covered employment and those who have not will receive greatly re- 
duced annuities due to the method used in arriving at the average 
monthly wage on which their annuities will be computed. For this 
reason, I think the only fair way to make a comparison of the benefits 
under that act with those under the Railroad Retirement Act is to 
disregard the present merely temporary situation and confine ourselves 
to the way in which the two systems are intended to operate and will 
operate over the years. 

It is utterly misleading to present comparisons which show retire- 
ment annuities under the Social Security Act for average monthly 
wages of varying amounts up to the maximum of $300 for persons 
with as low as 10 years of service. No person reaching age 22 after 
1950 could possibly have an average monthly wage for purposes of a 
retirement annuity greater than $71 with only 10 years of service in 
covered employment, or greater than $106 with only 15 years of 
service, or greater than $141 with only 20 vears of service. For that 
reason, in my exhibit 1, | show comparisons of the present annuities 
under the Railroad Retirement Act for persons of varying monthly 
compensation and with varying periods of railroad service with the 
annuities which will actually be payable under the Social Security 
Act in the not very distant future to persons with comparable actual 
earnings and with similar lengths of service in employment covered 
by that act. I know of no better basis for comparisons designed to 
indicate the relative levels of retirement annuities under the two 
systems. 

My exhibit 1, as I have sought to indicate in the heading, is con- 
fined to comparisons of annuities under the Railroad Retirement Act 
and the Social Security Act which will be payable in the future to 
persons reaching age 22 after December 31, 1950. The figures in the 
first column in each block show assumed actual monthly earnings in 
the varving amounts indicated. The next two columns relate entirely 
to the Railroad Retirement Act. One shows what the monthly com- 
pensation under that act would be for a man with actual monthly 
earnings as shown in the first column and with vears of service as 
indicated in the heading of the block. It will be noted that in each 
instance the monthly compensation is the same as the actual monthly 
earnings until the maximum of $300 is reached. The next column 
shows what the retirement annuity would be for a man with the 
specified monthly compensation and number of years of service. 
The last two columns relate entirely to the Social Security Act. 
The next to the last shows the average monthly wage on which the 
annuity under the Social Security Act would be computed in the 
case of a worker with the number of years of service shown in the 
heading of the block and with the actual monthly earnings shown in 
the first column. The final column shows the annuity so computed. 
It will be noted that it is not until we reach the block covering 43 
years of service that the average monthly wage equals the actual 
monthly earnings shown in the first column. 

I might state that while this exhibit, so far as concerns annuities 
payable under the Social Security Act, applies strictly only to the 
millions of workers or potential workers who are now 23 years of age 
or under, the results will not be greatly different for additional millions 
with ages up to 30 or even 35. In fact, the results shown on the 
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exhibit apply in some measure, though not with full effect, to everyone 
now covered by social security, regardless of his age. 

I might say that in the first block under the 10-year service grouping 
some of those annuities shown there are what we know as minimum 
annuities. In the case of the Railroad Retirement Act under the 
first block there the first two annuities of $36, it will be noted, are 
the same as the third one of $36. The third one is the actual annuity 
computed in accordance with the formula. In other words, that is a 
$200 average monthly compensation and these percentage factors 
that are employed in computing annuities under the Railroad Retire- 
ment Act produce a sum of $3.60 for an average monthly compensa- 
tion of $200. That multiplied by 10 years gives the annuity of $36. 

The statute also has a provision, however, that where a man has as 
much as 5 years of service his annuity will be fixed at an amount 
whichever is the least of three things: $3.60 multiplied by the number 
of years of service, $60, or his actual monthly compensation. 

Of these three factors, the $36, the $3.60 multiplied by the number 
of years of service, fixed the minimum in the two instances to which 
I have called attention. I mention that particularly for this reason: 
There has been a good deal of talk around to the effect that the Rail- 
road Retirement Act does not deal as liberally as it might with 
persons who have the lower earnings and shorter periods of service. 
As a matter of fact, I do not believe there is any force in that state- 
ment at all because the act actually favors that class in two very 
important ways. First, by applying this much higher multiple of 
2.4 percent to ‘the first $50 of compensation as against ronly 1 1.8 percent 
applie xd to the next $100 and only 1.2 percent applie ‘d to the remainder 
up to $150, the formula is heavily weighted to start with in favor of 
the lower-paid man and the man also with the shorter period of service. 

Then there is this minimum formula under which, no matter how 
low a man’s earnings may be, if he has as much as 5 years of service 
you will compute his annuity by using the multiple that will apply to 
a man having an average compensation of $200. In other words, the 
minimum is fixed at $3.60, the figure for a $200 average compensation, 
multiplied by the number of his years of service. 

In the case of social security, they also have a minimum but it is 
stated in an entirely different way. They provide that wherever a 
man’s average monthly wage is less than $50, the minimum shall 
depend on a certain schedule that is set up in the act. For $50 under 
their formula the annuity is $25. If a man’s average monthly wage 
happens to be only $ $49, they still give him $25. For an average 
monthly wage ranging from $35 to $49 the minimum annuity is $25 
which is the same as the actual annuity for $50. Then when ‘they get 
below $35 of average monthly wage they scale it down to a ‘final 
minimum of $20. 

I think for the purpose of further comment on my exhibit 1 it is 
sufficient to refer only to the last line in each of these different blocks 
which indicates the maximum annuity in each instance for the com- 
pensation and periods of service shown there. 

You will notice that where a worker has 10 years of service and 
actual monthly earnings of $300 or more, the retirement annuity 
under the Railroad Retirement Act would be $48 as compared with 
one of $35 under the Social Security Act. 
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As you come on down for longer periods of service, you will find 
that the annuity under the Railroad Retirement Act grows larger 
and larger, increases out of all proportion to the increase that is shown 
in the annuity under the Social Security Act. For 25 years of service, 
for instance, under the Railroad Retirement Act, it would be $120 as 
against $61 under the Social Security Act. For 40 years of service it 
would be $192 as compared with only $77 under the Social Security 
Act. And for the 43 years of service you finely reach the maximum 
under the Social Security Act of $80. A man with corresponding 
service and corresponding earnings under the Railroad Retirement. 
Act would get $206. 

I think that this exhibit also affords a basis for illustrating in a 
very striking way why many of the witnesses representing the railway 
labor organizations have emphasized the importance of the disability 
annuity features of the Railroad Retirement Act. 

Consider, for instance, what is shown here. Take two young men 
starting out today. Let us say they are 22 years old. One starts to 
work in the railroad industry and one in an industry covered by social 
security. We will assume that they each earn as much as $300 a 
month because these days that is not a very exorbitant salary even 
for beginners in many branches of work. Suppose at the end of 20 
vears they both become disabled, totally disabled. The railroad 
employee would be immediately eligible for an annuity of $96 a month. 
The man working under social security would have to wait 23 years 
until he was 65 before he could claim his annuity. He would then 
get an annuity of $56a month. In the meantime, if the railroad man 
was still alive, he would have collected something like $26,000 in 
annuities and would still have his $96-a-month annuity for the balance 
of his life. 

Of course, insofar as concerns the retirement annuities under the 
Social Security Act, my exhibit 1 portrays the situation as it will 
exist in the somewhat distant future and not as it actually exists today 
when persons with only a few vears of covered employment are never- 
theless qualifying for annuities based on relatively high average 
monthly wages. However, it is not necessary to resort to detailed 
comparisons of this sort to get some fair idea of the relative levels of 
retirement annuities under the two systems as they are actually 
operating today. We have reasonably current statistics showing the 
actual results of their operations. 

Statistics contained in the February 1951 issue of the Monthly Re- 
view, published by the Railroad Retirement Board, show that in 
December 1950 the Board paid annuities to 247,949 retired railroad 
workers, who had retired either on account of age or on account of 
disability. The average of all these annuities was $82.75 per month. 
The total on which this average was based included annuities ranging 
all the way from a few dollars up to $144. It included many thousands 
of annuities below $50 per month, which, in view of the minimum 
provisions of the act, means that the wages and years of service in 
railroad employment of the men involved were negligible. Thus, as 
compared with the present maximum annuity under the Social 
Security Act of $68.50 and the ultimate maximum of $80, the actual 
average of all retirement annuities now being paid under the Railroad 
Retirement Act is $82.75. 








452 RAILROAD RETIREMENT AMENDMENTS 


In considering this average of the present annuities under the 
Railroad Retirement Act, it should be borne in mind that the great 
bulk of them are based in the main on service prior to 1939, when 
railroad wages were less than one-half what they are today. This is 
evident from the fact that according to statistics contained in the last 
annual report of the Board the average period of service of all those 
on its retirement rolls is over 25 years. The average monthly com- 
pensation for all of them was only about $160. That is, the average 
monthly compensation on which all outstanding annuities were based 
was $160. Right now the minimum straight-time monthly wage 
generally applicable on the railroads is $227.75. 

It is clear that, even without any change whatever in the present 
annuity formula, there will be a steady increase in the level of the 
retirement annuities in the future as the increased rates of pay of 
recent years come to be reflected more and more in the monthly com- 
pensation on which the annuities will be based. This is one feature of 
the situation which is often overlooked in arguments for changes in 
the annuity formula to meet rising costs of living. 

It is true, of course, that increases in annuities as the sole result 
of increases in wages come gradually and necessarily lag consider- 
ably behind an increase in prices generally. Nevertheless, they are 
not to be overlooked in considering the ultimate liberality of the re- 
tirement system, any more than they can be overlooked in consider- 
ing its ultimate cost. 

With respect to the situation under the Social Security Act, as 
recently amended, the Social Security Bulletin of March 1951 shows 
that in December 1950, old-age annuities were being paid to 1,770,984 
workers who had retired under the Social Security Act, in a total 
amount of $77,068,000, or an average for each annuity of $43.86, 
only 53 percent of the average under the Railroad Retirement Act. 
These figures reflect the substantial increase in all annuities which 
resulted from the 1950 amendments. Prior to those amendments the 
average was $26. 

It is true that, in addition to providing for annuities to retired 
workers, the Social Security Act also provides for the payment under 
certain conditions of supplemental annuities to the wives or husbands 
of retired workers. It is interesting to see how this feature of the 
act works out in actual practice. 

The same issue of the Social Security Bulletin shows that in the 
case of 508,350 of the total of 1,770,984 retired workers to whom annui- 
ties were paid in December 1950, a supplemental annuity was also 
being paid to the wife or husband. The total amount of these supple- 
mental annuities was $11,994,900. If that sum is added to the total 
paid to the retired workers themselves, the average for each retired 
worker is raised from $43.86 to $50.63, which is still far below the 
average annuity paid in the same month to retired railroad workers. 
In fact, the average railroad annuity was 63 percent greater than the 
average of the combined annuities paid to workers and their wives or 
husbands. 

I have another tabulation, identified as exhibit 2, which compares 
the retirement annuities now payable under the Railroad Retirement 
Act with those which would be payable under the amendments pro- 
posed in H. R. 3669 and H. R. 3755. This tabulation, I think, is 
reasonably self-explanatory. In this instance, the comparisons pre- 














RAILROAD RETIREMENT AMENDMENTS 453 


sent no particular difficulty, since neither of the bills would make any 
fundamental change in the present method of computing retirement 
annuities. Under H. R. 3755, the increase would be uniformly 25 
yercent, raising the temporary maximum from $144 to $180, Under 
. R. 3669, the percentage of increase varies quite widely. The tem- 
porary maximum would be raised immediately from $144 to $165, an 
increase of 14 percent. The increase would be greater, however, from 
year to year as the increase in the creditable compensation from $300 
per month to $400 per month gradually be gan to take effect. 

The bill H. R. 3669 would increase annuities in three ways: (1) by 
increasing each of the three percentage factors of the formula in vary- 
ing degrees; (2) by adding $100 to the maximum amount to which the 
last factor is to be applied: and (3) by providing that in no case shall 
the annuity payable under the Railroad Retirement Act be less than 
would be payable under the Social Security Act if the employee’s 
service as an employee after December 31, 1936, were included in the 
term ‘‘employment”’ as defined in the Soe ial Security Act. 

As I have previously indicated, for the time being the Social Se- 
curity Act provides very liberal annuities to persons ‘with very short 
periods of service, and until this temporary situation has disappeared 
this proposed new provision with respect to minimum annuities under 
the Railroad Retirement Act would have the effect of making sub- 
stantial increases in many annuities to persons with less than 15 years 
of service. Disregarding that feature of the bill, the increases which 
it proposes in present annuities average about 14 percent where the 
monthly compensation does not exceed $300, but would be as much 
as 44 percent when the full effect of the proposed increase of $100 in 
creditable compensation is reached. The full effect of that increase, 
however, would not be reached for a good many years 

I think I probably might say a few words in explanation’of what 
is shown under the 10-year block on my exhibit 2 as the annuity that 
would be payable under the amendments proposed in H. R. 3669. 
Every annuity in that first block there, $58 for a man with $150 
average monthly compensation up to $80 when you reach the $400 
monthly compensation, is the maximum annuity payable under the 
Social Security Act for an average monthly wage corresponding to 
those figures out on the left there. 

Mr. Hae. Are you still on exhibit 1? 

Mr. Sousy. Exhibit 2. This exhibit 2 is confined to comparisons 
of annuities under the present law with those which would result 
from the amendments proposed in the two bills which we have here 
under consideration, and [ was undertaking to explain that under 
H. R. 3669 the annuities shown there for 10 years of service are in 
all cases controlled by that proposed minimum provision holding the 
annuity under the Social Security Act as a minimum under the 
Railroad Retirement Act and, as I say, that has only very temporary 
application due to the fact that the Social Security Act in the case 
of persons that are over 45 years of age at the time the 1950 amend- 
ments went into effect can qualify with much less years of service 
than the men who are younger, and will also escape in some measure 
the effect of this method of estimating average monthly wages that 
I have described in connection with my exhibit 1. 

I might make it a little clearer by saying that the Social Security 
Act over the long run will require of every person that he have as 
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much as 10 years of covered employment in order to become qualified 
for a retirement annuity. He cannot qualify at all for a retirement 
annuity until he has what they call 40 quarters of coverage or the 
equivalent of 10 years. They thought that was too rigid to apply 
to people who were already up in years and nearing 65 when the law 
was passed. So they scaled that down. Any man who was under 
45 in 1950 still has to have full 10 years of service in order to qualify, 
or 40 quarters. Ifa man was 46 years old, he requires only 39 quarters 
of coverage. And they grade that down finally until they come to 
a man who is 62 in the first half of this year who can qualify with 
only six quarters, or a year and a half, of coverage. 

Because of that short period that is used to qualify him, he also 
has the short period for use in getting the average monthly wage, and 
he will come nearer getting what he actually has as a monthly wage 
than he will when the law begins to operate as actually contemplated 
over the long run. 

For that reason, over the next few years if this bill H. R. 3669 
should be enacted, that minimum provision holding the annuity 
under the Social Security Act as a minimum to be paid under the 
Railroad Retirement Act would have the peculiar effect of making a 
substantial increase in the annuity payable under the Railroad Retire- 
ment Act. That minimum provision would pass out of the picture 
in a few years, however, and would not have any more effect. 

As I have already mentioned, at the time of the Crosser Act amend- 
ments the Social Security Act provided for the payment of an annuity 
to the wife of an annuitant if she was 65 years of age or older, but that 
feature was not included in the Crosser Act amendments. 

As a result of the 1950 amendments, the Social Security Act now 
provides also for the payment of an annuity to the husband of a woman 
annuitant if his wife was currently insured when she reached retire- 
ment age and he is 65 or older and was dependent upon her for at 
least one-half of his support at the time she became entitled to an 
annuity. The annuity for either a husband or wife is fixed at one-half 
the annuity of the person from which it is derived, which results in an 
automatic maximum of $40. H. R. 3669 provides for similar annuities 
for both husbands and wives calculated in the same way as under the 
Social Security Act, but subject to a specified maximum of $50. It 
provides that in order for the husband to be entitled to an annuity 
his wife must be 65 or older. Social Security has no such provision 
because under Social Security the wife cannot get an annuity until 
she is 65. Under our act we are more liberal and provide that a woman 
may retire at 60 with full annuity if she has 30 years of service, but 
it is not proposed to give the husband the benefit of the husband’s 
annuity supplemental to that of his wife unless she is 65. He has 
to be 65 and his wife from whom he gets it must be 65. The bill 
does not follow social security, however, in requiring that the wife 
must have a current connection with the railroad industry at the time 
she retires. I do not know the reason for this difference. The hus- 
band must be dependent however on his wife at least to the extent of 
50 percent of his support at the time she becomes eligible for her 
annuity in order for him to qualify. 

Aside from any other objection which might be made to it, I think 
the provision for a husband’s annuity is bad, because being based 
upon the state of the husband’s dependency merely at the time of his 
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wife’s eligibility, it would invite chicanery, against which no adequate 
policing would be possible. The fact that a man 65 years of age or 
older is not working while his wife is does not necessarily mean that 
he is dependent upon her. He may have independent income and in 
fact not be dependent on his wife at all. 

In such a situation, it would nevertheless be easy for the two, just 
before the wife is to retire, to cooperate in establishing his dependency 
on her for the short time necessary for him to meet the proposed 
condition. 

It is true it is proposed that the husband’s annuity shall be subject 
to the same work clause that is to apply in the case of other annuities. 
This does not prevent his continuing to draw a husband’s annuity 
while receiving income from other sources more than sufficient to 
make it unnecessary for him in fact to be dependent for any part of 
his support either on his wife or on such annuity. 

I have not undertaken to prepare an exhibit dealing with spouse’s 
annuities, as I think none is necessary. The Railroad Retirement Act 
now provides for none. And pone is proposed in H. R. 3755. Under 
the Social Security Act, such an annuity is in all cases 50 percent of 
the retirement annuity of the husband or wife from which it is derived 
and thus subject to an automatic maximum of $40, and the same 
basis is proposed in H. R. 3669, but with a maximum of $50. 

There is thus no difficulty in determining the amount of the proposed 
spouse’s annuity in any instance shown on exhibits 1 or 2. !t is 
obviously incorrect, however, in considering the relative liberality of 
retirement annuities under the Railroad Retirement Act and the 
Social Security Act, to increase each retirement annuity payable 
under the latter act by 50 percent, as some are wont to do. The fact 
is that, according to the statistics of the Social Security Administra- 
tion, less than 30 percent of the retirement annuities outstanding at 
any given time are supplemented by annuities to spouses. 

I might say that so far I have tried to make my presentation as 
wholly factual as possible and to refrain from expressing any personal 
views, but I think I am justified in saying that I cannot see any 
reason for any very serious concern on anybody’s part over the absence 
of a provision in the Railroad Retirement Act for these spouses’ 
annuities. 

Unlike a widow’s annuity, which is payable only when the husband 
is dead, and no longer contributing to the support of the widow, a 
wife’s annuity is payable only so long as her husband is alive and is 
drawing an annuity of his own. 

I have in mind that in pressing for the amendments covered by 
the Crosser Act in 1946, the railway labor organizations, while fol- 
lowing the lead of social security in providing for survivors’ annuities 
declined to follow its lead in providing for a wife’s annuity. Pre- 
sumably they did not regard such a provision as being either neces- 
sary or desirable. Apparently they felt, as many railroad workers 
still feel and have indicated here, that it would be unfair to make all 
workers pay for a type of benefit from which only a few would ever 
receive any advantage. 

Similarly, many of them now feel that instead of using part of the 
available funds of the retirement system, to provide annuities to 
spouses, it would be far better to use the money to increase the retire- 
ment annuities, since after all one spouse will ordinarily share in 
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whatever annuity is received by the other and I think that certainly 
should be the assumption in the case of spouses who live together 
long enough to be 65 years old. 

That brings me down to the survivor annuities. As I have already 
indicated, the present provisions of the Railroad Retirement Act 
relating to survivor annuities were patterned after those contained 
in the Social Security Act as in effect at the time of the Crosser Act 
amendments to the Railroad Retirement Act. Under the Social 
Security Act as then in effect, each survivor benefit was stated in 
terms of a certain fraction of the primary insurance amount of the 
deceased. This amount was calculated in the same way as a retire- 
ment annuity, namely, by taking 40 percent of the first $50 of the 
average monthly wage and 10 percent of the next $200 and increas- 
ing the resulting sum by 1 percent for each vear of coverage. The 
last item, commonly known as the annual increment factor, was 
dropped out in the 1950 amendment, when they prescribed a sub- 
stitute formula for determining the primary insurance amount. 

Similarly, in the Railroad Retirement Act a survivor annuity is 
stated as a certain fraction of a so-called basic amount, determined by 
taking 40 percent of the first $75 of average mouthly remuneration 
(a term corresponding to the average monthly wage under the Social 
Security Act and determined in substantially the same way) and 
10 percent of the next $175 and increasing the resulting sum by 1 per- 
cent for each year of service after 1936. This was said to have been 
intended to produce survivor annuities averaging about 25 percent 
higher than those under the Social Security Act. 

The fraction of this basic amount which is used in determining the 
survivor annuity is the same in each case as the fraction of the primary 
insurance amount then used for computing the corresponding sur- 
vivor annuity under the Social Security Act. 

In the case of a widow, the fraction is *4, while in the case of a child 
or parent it is 4, of the basic amount. Under the recent amendments 
to the Social Security Act, the fraction is three-fourths of the primary 
insurance amount for all types of survivor annuities. 

Under the recent amendments to the Social Security Act, the 
primary imsurance amount is 50 percent of the first $100 of average 
monthly wage, plus 15 percent of the next $200, the old annual inere- 
ment factor having been completely eliminated. And, as I have 
said, all survivor annuities are now three-fourths of this primary 
insurance amount, so that the maximum in any case is now $60. 

For the purpose of survivor benefits under both the Railroad Retire- 
ment Act and the Social Security Act, employees are divided into 
two corresponding classes, namely, those who are “completely insured”’ 
and those who are only “partially insured.”’ These are the terms 
used in the Railroad Retirement Act. Under the Social Security 
Act, the corresponding terms are “fully insured” and “currently 
insured,” respectively. 

So far as concerns the measure of the benefit to which an eligible 
survivor will be entitled, it makes no difference whether the deceased 
employee was completely or only partially insured. The difference 
is in those who will be eligible for survivor benefits. In the case of 
one who is completely insured, any type of survivor benefit for which 
the system provides may be payable. 
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Under the Railroad Retirement Act, this includes annuities to 
widows 65 years of age or older and to widows under 65 who have minor 
children in their care; annuities to children under 18 years of age; 
annuities to parents in the absence of any eligible widow or children; 
a lump-sum death payment in any case where no one is immediately 
eligible for a survivor annuity; and finally, the residual lump-sum 
payment to which I have referred as the tax refund, which was 
dropped out of the act at the time of the Crosser amendments but was 
reinstated in 1948, 

Under the Social Security Act, the benefits now payable in the case 
of the death of a fully insured employee include all those available 
under the Railroad Retirement Act, except the residual tax refund; 
and, in addition, include survivor annuities to widowers and a lump- 
sum death payment in cases where someone is immediately eligible 
for survivor annuities, in the same amount as would be payable if no 
one were immediately eligible for survivor annuities. 

In the case of an employee who is only partially insured, the survivor 
benefits under both acts are restricted to children; to widows while 
having eligible children in their care; and to the lump-sum death 
payments under the same conditions as apply with respect to the 
death of fully insured individuals. 

One result of the 1950 amendments to the Social Security Act was 
to raise survivor annuities to the point where they are now consider- 
ably higher than those provided under the Railroad Retirement Act. 

In addition, the Social Security Act has added widowers to the list 
of those previously eligible for such annuities, a type of annuity for 
which the railroad system still does not provide. 

As will be noted from the comparisons shown on the tabulation 
which I have presented, identified as exhibit 3 the amendments pro- 
posed in H. R. 3669 would increase survivor annuities to a level far 
above those now payable under social security. While for the time 
being the maximum survivor annuity payable under the proposed 
amendments would be only 25 percent higher than the absolute 
maximum of $60 payable under social security, in the course of time 
the maximum would be about 833% percent higher. 

Under the amendments proposed in H. R. 3669, the method of 
computing a survivor annuity would be greatly simplified. Instead 
of being stated as a certain fraction of a so-called basic amount, it 
would be stated simply as being the sum of 40 percent of the first $100 
of the “average monthly remuneration,” plus 10 percent of the balance 
up to total of $400, plus $1 for each year of service after 1936. This 
is the formula where the annuity is based entirely on railroad service. 
Where any service under the Social Security Act is included, the 10- 
percent factor would apply only to the balance of the average monthly 
remuneration up to a total of $300. Except for the difference in the 
‘arnings to be included—up to $400 per month in the one case and 
up to $3,600 per year in the other—the average monthly remuneration 
is to be determined in the same way as the average monthly wage is 
determined under the Social Security Act. 

Right at the moment, of course, no one would have average monthly 
remuneration in excess of $300, and no one would have more than 15 
years’ service since 1936, so that the maximum survivor annuity under 
the amendments proposed in H. R. 3669 would for the time being be 
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$75, as compared with the maximum under the Social Security Ac: 
of $60. The maximum under the Railroad Retirement Act, however, 
will increase from year to year; and, for a man with 45 years of railroad 
service and average remuneration of $400 per month, it would amount 
to $115, or almost twice the maximum payable under the Socia! 
Security Act. Even under a maximum wage of $300 per month, which: 
is to be used when service under both acts is included, the maximum 
survivor annuity will be $105. 

I might say that the comment which I have made as to the effec: 
which the method of computing the average monthly wage under the 
Social Security Act has in reducing retirement annuities awarded 
under that act does not apply to anything like the same extent in the 
case of survivor annuities. There are several reasons for this. One 
is that for the purpose of computing survivor annuities the wage- 
closing date is the date of retirement or date of death, whichever occurs 
first. 

You see, survivor annuities are payable either to a man who has 
already retired or who died before retirement. Where he is already 
retired, you compute his wage up to the closing date based on the date 
he became eligible for a retirement annuity. But when he dies before 
he retires, then his wage-closing date is fixed with reference to the 
date of his death. Where it is the date of death, as it is in perhaps a 
majority of cases, the period from starting date to wage-closing date, 
which is used as the divisor in determining the average monthly 
wage, is apt to include much less noncompensated time than when the 
closing date is the date of retirement. 

Another reason is that, as the result of the Crosser Act amendments, 
all survivor annuities awarded on account of the death of persons who 
have had service under both acts are based upon such combined 
service. This also lessens the amount of uncompensated time 
between starting date and closing date in many instances. Where at 
the time of death the employee had a current connection with the 
railroad industry, the survivor annuities are awarded under the Rail- 
road Retirement Act based on his service under both acts. Where he 
did not have such connection, they are awarded under the Social 
Security Act but again based on his service under both acts. 

For this reason, the average monthly remuneration in the one case 
or the average monthly wage in the other will generally come some- 
what nearer representing the employee’s actual average earnings up 
to $300 per month while he was working than is generally true of the 
average monthly wage used in computing retirement annuities under 
the Social Security Act. There is no such integration of the two 
systems with respect to retirement annuities, and none is proposed 
in H. R. 3669, except in the case of persons with less than 10 years 
of railroad service. 

I almost feel like apologizing for my exhibit 3. It contains so many 
columns and figures as to be somewhat difficult to follow. Once it is 
observed, however, that the four triple-row columns at the right merely 
contain index numbers showing the relationship between the figures in 
the corresponding four-row columns at the left, I do not think it is 
quite so hard to follow. 

The exhibit bears out my statement that, whereas at the time they 
were established by the Crosser Act amendments the survivor annuities 


under the Railroad Retirement Act were about 25 percent higher 
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than those payable under the Social Security Act, they are now 
considerably lower as the result of the 1950 amendments to the 
latter act. The present difference in favor of social security is not so 
great in the case of annuities to the widow as it is in the case of those to 
children and parents. This is because under the Railroad Retirement 
Act, as previously under the Social Security Act, annuities payable 
to children and parents are only two-thirds of those payable to 
widows, whereas the 1950 amendments to the Social Security Act both 
materially increased the annuities to widows and raised those to 
children and parents to the same level. 

1 think it sufficient comment on my exhibit 3 to call attention to the 
tremendous increase which H. R. 3669 would make in survivor bene- 
fits. In the case of widow’s benefits, the lowest increase shown is 
66 percent, and they range all the way from that figure up to 120 
percent. In the case of annuities to a widow and one child, the in- 
creases range from a low of 100 percent to a high of 165 percent. For 
a widow and two children, the range is from 90 percent to 152 percent, 
and for a widow and three children, from 64 percent to 146 percent. 
In all cases the annuities proposed in H. R. 3669 would be far above 
those now payable under social security. 

On the other hand, it is interesting to note how closely the survivor 
annuities proposed in H. R. 3755 would in a great number of instances 
approximate those now payable under social security. Since the 
increase Which that bill would make in survivor annuities is but a 
little over 25 percent, this tends to indicate that the survivor annuities 
under social security now average about 25 percent higher than those 
payable under the present Railroad Retirement Act. 

might call attention to one thing in connection with that exhibit 3. 
It is suggested by questions that were asked early in the hearings by 
Congressman Bennett with respect to a widow whose husband hap- 
pened to have a current connection with the railroad industry at the 
time of his death, so was compelled to take her survivor annuity under 
the Railroad Retirement Act although it was based in large part, as I 
understood him, upon service that her husband had had under the 
Social Security Act. 

Let us glance at my exhibit for a moment and see how that would 
work out. Suppese that his combined service under both acts hap- 
pened to be 30 years. On my exhibit 3, if you will take a look at the 
block that covers 30 years of service, you will see that a widow under 
the Railroad Retirement Act, assuming a $300 average monthly wage, 
would get only $45 as her survivor annuity, whereas if she could qual- 
ify under the Social Security Act she would get $60, based on the 
same service. 

But, on the other hand, look at the next column under H. R. 3669 
and see how strikingly the tables would be reversed if that bill should 
be enacted. Under a similar situation the widow would be clamoring 
to be recognized under the Railroad Retirement Act because she 
would get $90 as against $60 that she would get if she had to take 
under social security. 

I imagine that people who come up under social security have their 
feelings just about as much as people who come up under the Railroad 
Act. It would be just as intolerable to bring about the situation 
that would result there under H. R. 3669 as Mr. Bennett seems to 
think it is at the present time for a woman to be entitled to $45 or $60 
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depending on the mere accident of whether her husband at the time 
of his death happened to have or not have a current connection with 
the railroad industry. 

I come now to the last topic I propose to discuss, and that is the 
lump-sum death payments. 

When it comes to its proposals with respect to the type of survivor 
benefit commonly referred to as lump-sum death payments, H. R. 
3669 is even more extravagant than in the case of survivor annuities. 
As I have previously stated, at the time of the Crosser Act amend- 
ments in 1946 the Social Security Act provided for a lump-sum death 
payment only in a case where there was po one immediately eligible 
for survivor annuities. The amount of the payment was fixed at six 
times the primary insurance amount of the deceased employee. 

Although the so-called basic amount for which the Crosser Act 
amendments provided as a basis for determining survivor annuities 
was already about 25 percent greater than the corresponding primary 
insurance benefit under the Social Security Act, the amendments 
nevertheless provided for a lump-sum death payment under the same 
conditions as were prescribed in the Social Security Act equal to eight 
times the basic amount. In other words, the lump-sum death pay- 
ments under the Railroad Retirement Act at present are over 66% 
percent higher than those originally provided for in the Social Security 
Act. On the other hand, those now provided for under the Social 
Security Act, on the average, are somewhat lower than those in effect 
prior to the 1950 amendments. They are now only three times the 
primary insurance amount as compared with six times such amount 
under the act as previously in effect. 

While the 1950 amendments greatly increased the primary insur- 
ance amount, they fell considerably short of doubling it. In fact, it is 
understood that the increase averaged about 77! percent. The 
liberalization in the lump-sum death payments took the form of a 
liberalization of the conditions under which they are payable and not 
a liberalization of the measure of the payments. 

As a result of the 195@ amendments, the Social Security Act now 
provides for a lump-sum death payment equal to three times the 
primary insurance amount of every deceased employee who was either 
fullv or partially insured, regardless of whether there is anyone im- 
mediately eligible for survivor annuities. The maximum payable in 
any case is thus $240. Under the act as previously in effect, the 
maximum at the time of the 1950 amendments was about $250, but 
was subject to increase from year to year as the result of the annual 
increment factor then in use in computing the primary insurance 
amount. The payment is definitely designed primarily to meet 
funeral expenses. 

Under the present Railroad Retirement Act, the lump-sum death 
payment—payable only when there is no one immediately eligible 
for survivor annuities—may amount to as much as $437, or over 80 
percent higher than the maximum now payable under the Social 
Security Act. Moreover, the maximum payable under the Railroad 
Retirement Act will increase slightly each year due to the annual 
increment factor still used in computing the basic amount. 

The actual average of all the lump-sum death payments now 
being made under the Railroad Retirement Act is much greater than 
the absolute maximum payable under the Social Security Act. Ac- 
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cording to the Board’s 1950 annual report, the average of all such 
payments in 1949—22,963—was $307, as compared with the social- 
security maximum of $240. The same report shows that, in addition 
to the 22,963 lump-sum death payments averaging $307 each, the 
Board also made 9,633 payments, averaging $4: 39 each, under what 
I have referred to as the tax-refund provision. 

Instead of providing for a single lump-sum amount to be payable 
in all cases as the Social Security Act now provides, H. R. 3669 takes 
three separate shots at the matter. It proposes one measure of 
benefit when no one is immediately available for a survivor annuity, 
another measure when someone is so available, and still another 
measure when the total amount paid to survivors within the first 
vear following the death of the employee does not amount to as much 
as the lump-sum payable when no one is immediately available for 
survivor annuities. 

In cases where no one is immediately available for a survivor 
annuity, the bill provides for a lump-sum death payment in an 
amount 12 times the amount of a survivor annuity. The maximum 
amount which would be pavable under the provision now would be 
$900. Ultimately, the maximum could be over $1,300. 

In cases where someone is immediately eligible for survivor an- 
nuities, the lump-sum death payment is to be four times the survivor 
annuity. Right now the maximum would be $300, and ultimately 
would be over $440, in both instances conside rably above the maximum 
payable under social security even when no one is eligible for survivor 
annuities. 

The third shot which the bill takes at the subject is to provide 
that in cases where only four times the survivor annuity is paid— 
that is where someone is available to take it and consequently the 
lower amount is paid—if during the year immediately following the 
death of the employee total additional payments to survivors do not 
amount to as much as eight times the survivor annuity, the difference 
shall be paid in a lump sum. I might state that the present act 
contains a somewhat similar provision. It provides that where a lump 
sum is not payable on the death of an employee because someone is 
immediately eligible for a survivor annuity, if within a year after the 
employvee’s death payments to his survivors do not amount to as much 
as eight times his basic amount, the difference shall be payable in a 
lump. sum. 

The free-handed way in which the larger of these three types of 
lump-sum payments was arrived at by the drafters of H. R. 3669 
was explained by a preceding witness. I am basing this on the testi- 
mony offered by Mr. Leighty at the hearing over on the Senate side. 
| am not sure he repeated it here. He said that, since the amendments 
in simplifying the computation of survivor annuities would do away 
with the so-called basic amount now used for that purpose, it was 
necessary to find a new way to determine the lump-sum death pay- 
ments, and it was decided to relate them directly to the survivor 
annuities. Here the draftsmen of the bill were confronted with the 
fact that under the present act a widow’s survivor annuity is only 
three-fourths the basic amount, so that a lump-sum death payment 
equal to eight times the basic amount is a geeat deal more than eight 
times a survivor annuity, which is only three-fourths of such basic 
amount; in fact, it is 10% times. 
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However, 10% is a very awkward figure; and since, after all, ther. 
are 12 months in a year, it was decided to round out the 10% to 12 
and make the death payment 12 times the survivor annuity. They 
completely ignored the fact that the survivor annuities which the) 
were proposing, instead of being only three-fourths of the old basic 
amount, were ovec one-half again as large. The result is that the 
lump-sum death payment now proposed to be made where no one is 
available for a survivor annuity would in practically every instance 
be over twice as large as the one now provided for in the Railroad 
Retirement Act. 

My exhibit 4 shows the situation with respect to lump-sum deat}: 
payments as now provided for in the Railroad Retirement Act and 
the Social Security Act, and as proposed in the two bills. I think 
it is sufficiently self-explanatory to call for little comment. 

One comment that 1 am prompted to make ts in explanation of the 
headings of the columns where we use the words “Takers,” “No 
takers,” and “Unconditional.’’ Those indicate the conditions under 
which payments are made under the present law and are to be made 
under the two bills. The words “No takers”’ refer to the condition 
under which the lump-sum death payment is payable under the 
present act; that is, where no one is immediately eligible for a survivor 
annuity. ‘Takers’ is to meet the new situation proposed in H. R. 
3669, where it is proposed to provide for a smaller lump-sum payment 
when someone is so eligible. The word “Unconditional” refers to 
the situation under social security where they make the same payment 
unconditionally whether there is someone immediately so eligible 
or not. 

In the case of H. R. 3669 the amount varies, depending on whether 
or not there are takers, whereas under social security it is the same in 
either case. 

I call attention to the level of the lump-sum death payments which 
would result from the changes proposed in H. R. 3755. That bill 
would leave such payments to be made, as now, only in cases where 
no one is immediately eligible for survivor annuities. It proposes, 
however, to increase the present basic amount on which the lump-sum 
death payment depends somewhat more than 25 percent; just how 
much more, it would be difficult to state. You see, it increases the 
two percentage factors exactly 25 percent, but it raises the compen- 
sation to which they are to be applied from the present $250 a month 
to $300 a month, and you cannot tell exactly how much the average 
increase would be under that arrangement. As shown by my exhibit, 
the payments proposed under H. R. 3755 would in all cases be con- 
siderably more than double those payable under social security. 

Mr. Chairman, I request that the four exhibits which I have pre- 
sented be included in the record of the hearings along with my testi- 
mony. 

I think they can follow at the end of my testimony satisfactorily. 

The CuHarrMan. Very well, the four exhibits will be inserted in the 
record at that point. 

Mr. Sousy. There is one other request that I would like to make. 
Some testimony was presented here with respect to that feature of 
H. R. 3755 which proposes to amend the Railroad Unemployment 
Insurance Act. 
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I am not prepared to make any statement as to the attitude of the 
railroads on that proposal right now, but I would like permission to 
supplement my testimony by filing a written memorandum outlining 
our position on that point. 

The CHarrRMAN. Very well. 

Mr. Sovusy. I might say in conclusion, Mr. Chairman, as I said at 
the beginning, I have tried to make my presentation principally a 
factual one to show just what the situation is under the present act 
and how it compares with the existing situation under social security 
and how it would be changed by these proposed bills. 

I think I might summarize the situation with respect to the relative 
level of benefits under the Railroad Retirement Act and under the 
Social Security Act by simply calling attention to some obvious things. 

The actuaries have estimated the level cost, you might call it, of 
all benefits now provided for under our Railroad Retirement Act as 
over 12 percent of the taxable payroll. The Social Security actuaries 
have estimated the level cost of all benefits under the Social Security 
Act as being about 6 percent of the taxable payroll. I have read 
the report of Mr. Meyers, the actuary of the Social Security Board, 
on that, and he figures the total cost of all benefits there as being 
about 6 percent of payroll. 

Now, that would indicate with reasonable clearness, I think, that 
the benefits under the Railroad Retirement Act, taken as a whole, are 
just about double in liberality the benefits under the Social Security 
Act. I cannot see any other answer to that. However, the tax for the 
support of social security is now only 3 percent of the payroll as against 
an estimated cost for the svstem of 6 percent, whereas the tax for the 
support of the railroad-retirement benefits is now 12 percent of pay- 
roll, and next vear will be 1245 percent. 

It is clear then that for the time being employees covered by the 
Railroad Retirement Act receive proportionately less for the taxes 
that they are paying than do employees covered by the social-security 
retirement system. 

[ do not think there is any question about that, but the trouble 
there it seems to me is obviously not with the relative levels of the 
benefits under the two systems, but is simply due to the difference 
in the way in which the taxes for the support of the two systems have 
been scheduled. 

Social security contemplates reaching an ultimate tax of 6}; percent 
of pavroll, which on a level basis will finance the cost of 6 percent, 
but they are scheduled to get to that level not until 1970, whereas 
we have already reached the level of tax necessary actually to finance 
our system. 

As I say, to my mind the trouble there is not with the relative 
levels of the benefits but it is with the way in which the taxes are 
scheduled to support them. 

The Cuarrman. Thank you, Mr. Souby. 

Mr. Sousy. Thank you, Mr. Chairman. 

(Mr. Souby’s exhibits and supplemental statement follow:) 
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Exursit 1 


Retirement annuities under social security and railroad retirement based on actual 
earnings for worker reaching age 22 after 1950 
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Retirement annuities under social security and railroad retirement based on actual 
earnings for worker reaching age 22 after 1950—Continued 
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43 years of service 
Tt Le Pe Pe 
SEN 8 RLS cS , ee aoe $100 $90 | $100 $50 
Di retibnno nang cae On ih aR Reeme actus 150 | 129 | 150 | 58 
| A IR ROIS oS SORE ES 200 | 155 | 200 65 
a FE ER ANT Te ATT 254) | 181 250 | 73 
ey ES SS IS 300 | 206 300 80 
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Exuipit 4 


Lump-sum (survivor) benefits payable at specified wage and service levels under th, 
Railroad Retirement Act, the Social Security Act, and proposed amendments to 
the Railroad Retirement Act 





| | 
{Social Secu-) 
rity Act 


Railroad Retirement 


| 
Act 


S. 1347, H. R. 3669 


| 
| 


| H. R. 3755 
Average monthly compensa- = ee Sate Res) ne 
tion or wage | | , a | | 

| Notakers | Takers Uneondi- | Notakers | Takers | No takers 





tional 





10 vears of service 


$150 
$200 
$250 
$300__ 
$350___.. 
$400__. 


$150 
$2) 
$250 
$300 
S350 
$400 


$400 


$173 
195 
218 
240 
240 
240 


¢ 


$173 
195 
218 
240 
240 
240 


$660 
720 
780 
S40 
900 
960 | 


15 years of service 


$720 
780 
S40 
900 
960 
1, 020 


20 years of service 


195 
218 
240 
240 
240 


$780 
40 
900 
60 
1, 020 
1, ORO 


25 years of service 


$173 
105 
218 
240 
240) 


240 


$840) 
200 
960 
1,020 
1, OSO 
1, 140 


30 years of service 


240 


$900 

yon) 
1, 020 
1, O80 
1, 140 
1, 200 


35 years of service 


$173 


195 | 


218 
240 
240 
240 


$960 
1,020 
1, 080 
1, 140 
200) 


1, 
1, 260 


40 years of service 
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SUPPLEMENTAL STATEMENT OF JAMES M. Sourny 


Section 8 of H. R. 3755 proposes to amend section 4 (a-1) of the Railroad Un- 
employment Insurance Act by striking therefrom paragraphs (iii) and (iv), which 
impose certain restrictions upon the payment of unemployment or sickness 
benefits. As shown on page 49 of the comparative print showing the changes 
which H. R. 3755 would make in present law, these two paragraphs, with their 
context, read as follows: 

“Sec. 4 (a-1). There shall not be considered as a day of unemployment or as 
a day of sickness, with respect to any employee— 

* * * * * * * 

“(jii) any day in any registration period with respect to which period the 
Board finds that he earned, in train and engine service, yard service, dining- 
car service, sleeping-car service, parlor-car service, or other Pullman-car or 
similar service, or express service on trains, at least the equivalent of twenty 
times his daily benefit rate; 

(iv) any day in any registration period comprising the last fourteen days 
of a period of twenty-eight days with respect to which period of twenty-eight 
days the Board finds that he earned, in train and engine service, yard service, 
dining-car service, sleeping-car service, parlor-car service, or other Pullman- 
ear or similar seryice, or expres#service on trains, at least the equivalent of 
forty times his daily benefit rate.’’ 

These two provisions which H. R. 3755 propose to eliminate are the result of 
several amendments to two somewhat similar provisions contained in the original 
act. When originally drawn, they had reference solely to benefits for unemploy- 
ment, but were later extended to apply also to sickness benefits when that feature 
was added to the act. Section 4 (a) of the original act provided: 

“Sec. 4 (a). There shall not be considered as a day of unemployment, with 
respect to any employee 

* * * * + 7~ * 

(viii) any day in any half-month with respect to which the Board finds 
that he performed at least 25 per centum of the maximum employment allow- 
able to him for a calendar month pursuant to a contract of employment pro- 
viding for the determination of his compensation, wholly or partially, on a 
mileage basis; 

““(ix) any day in any calendar month with respect to which the Board 
finds that he had prior to such day performed at least 50 per centum of the 
maximum employment allowable to him during such calendar month pur- 
suant to a contract of employment providing for the determination of his 
compensation, wholly or partially, on a mileage basis.” 

The railroads had no part in the drafting of the Railroad Unemployment In- 
surance Act. They opposed its enactment from the beginning, taking the position 
that railroad employees should be left under the various State unemployment- 
insurance svstems set up under the Social Security Act. They have no definite 
knowledge, therefore, as to who was responsible for these two provisions. The 
purpose of the provisions, however, is quite clear. They had reference to a situa- 
tion which grows out of the peculiar basis of pay which applies to men working in 
railroad train and engine service, and their obvious purpose was to safeguard 
against the payment of unemployment benefits to men who, while not actually 
working during certain periods, cannot properly be regarded as unemployed 
They were undoubtedly prompted by the rather loose definition of ‘‘a day of un- 
employment” given in section 1 (k) of the act. That definition reads: 

“a day of unemployment, with respect to any employee, means a calendar 

day on which he is able to work and is available for work and with respect 

to which (i) no remuneration is payable or accrues to him, and (ii) he has, 
in accordance with such regulations as the Board may prescribe, registered 
at an unemployment office;”’ 

Under the basis of pay applied to men in railroad train and engine service, so 
many miles run will entitle a man to a day’s pay. Emplovees in engine service, 
both freight and passenger, are entitled to a day’s pay for each 100 miles run. 
For men in train service it is 100 miles in freight service and 150 miles in passenger 
service. 

For many years, for the purpose of spreading the available work to more em- 
ployees, the men in engine service, and to some extent those in train service, have 
insisted upon agreements with railway management under which limitations are 
imposed upon the mileage which a man will be permitted to run in a calendar 
month. The mileage limitations vary on different railroads, but generally they 
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are 4,800 miles per month for regular engineers and firemen in passenger servic; 
and 3,800 miles per month in freight service. Where limitations apply to men i: 
train service they range from about 5,500 to 6,600 miles per month in passenge: 
service and 3,500 to 4,500 miles per month in freight service. 

These mileage limitations work out in different ways. In some cases a man 
works steadily from the Ist of the month until he reaches his limitation, then lays 
off for the balance of the month. In such cases he may be idle for 2 weeks or more 
atatime. More frequently the matter is taken care of in the way referred to by 
Mr. O’Brien in his testimony; that is, by setting up assignments under which a 
man will be on and off duty on certain days throughout the month. For example, 
take the run between Washington and New York on the Pennsyivania Railroad, a 
distance of 225 miles. The schedule for passenger trains is usually 4 hours or less. 
A Pennsylvania engineer can take one train up and another back the same day, 
getting in 450 miles and receiving 4’ days’ pay. He can then lay off the next 
2days. If he does that regularly, he will get in from 10 to 11 round trips a month, 
or from 4,500 to 4,950 miles, and thus be entitled to pay for from 45 to 49'4 days 
a month. Under such an arrangement he would actually be idle for either 9 or 
10 davs in any 14-day period and thus could qualify for unemployment benefits in 
each such period if each day he is off duty can be regarded as a day of unemploy- 
ment as defined in section 1 (k) of the Unemployment Insurance Act, since benefits 
are payable for each day of unemployment in excess of 7 during the initial registra- 
tion period of 14 days and for each day of unemployment in excess of 4 during each 
subsequent 14-day period. 

In other words, if their days off can be said to be days of unemployment as de- 
fined in the act, then, except for these provisions which H. R. 3755 proposes to 
eliminate, such an engineer, and his fireman, would be able to draw unemployment 
benefits of $10 or more per week, year in and vear out, while steadily employed 
and working all the time their own labor organizations will permit them to work. 

Mr. O’Brien expressed the view that in those 2 days off after each round trip 
“those men are in no sense unemployed.’’ He savs, ‘“‘They are simply standing bv 
for their regular employment and do not qualify for unemployment benefits.”’ 
The railroads heartily agree with him. They are by no means sure, however, that 
the Railroad Retirement Board would so hold if the amendment proposed in H. R. 
3755 should be adopted. Certainly those who drafted the original act did not agree 
with this view or they would not have deemed it necessary to incorporate therein 
the two Safeguarding provisions quoted above. And it is entirely probable that 
the Railroad Retirement Board had a good deal to do with the drafting of the 
act. Also, it is to be noted that Mr. O’Brien confined his expression of opinion to 
situations where a man works under a regular schedule of 1 day on and 2 days off. 
He made no reference to situations where a man works steadilv until he reaches 
his mileage limitation, then lavs off for the balance of the month. 

It is clear that these provisions which the bill proposes to strike from the act 
were placed there for the purpose of safeguarding against a result which would 
obviously be unconscionable. The railroads are therefore definitely opposed to 
their elimination. 


The CuHarrmMan. The next witness is Mr. J. Elmer Monroe. 


STATEMENT OF J. ELMER MONROE, ASSISTANT VICE PRESIDENT 
AND ASSISTANT DIRECTOR, BUREAU OF RAILWAY ECONOMICS, 
ASSOCIATION OF AMERICAN RAILROADS 


Mr. Monroe. Mr. Chairman and gentlemen of the committee, 
my name is J. Elmer Monroe. I am assistant vice president and 
assistant director of the Bureau of Railway Economics, Associ- 
ation of American Railroads, with offices in the Transportation 
Building, Washington, D. C. 

1 have been on the staff of the bureau since October 1913. I 
occupied the position of statistician from 1923 through March 1941. 
I became assistant director of the bureau in April 1941 and was 
appointed assistant vice president in May 1948. 

For many years, I have been actively engaged in analyzing railroad 
statistics and accounts. 
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My statement, in the main, deals with H. R. 3669. I will discuss 
the costs already incurred in connection with the present Railroad 
Retirement Act, the cost of the proposed legislation, the amount of the 
proposed increase in payroll taxes, and the effect of such increased 
taxation on the railroad industry. 

| am not an actuary, but I heard most of the testimony submitted 
to this committee as well as the testimony presented bo the Senate 
subcommittee when they had under consideration companion bills. 
1 have also discussed the various cost calculations with the actuarial 
staff of the Railroad Retirement Board. 

First of all, and as Mr. Fort has already pointed out, all parties 
believe that the railroad retirement system should be maintained 
on sound financial principles. 

Mr. Leighty said: 

Railroad employees feel very strongly that the tax rates now in effect for the 
support of the railroad retirement system should not be increased. 

He further stated: 

At the same time railroad employees feel equally strongly that the financing 
of the railroad retirement system must be maintained on a sound basis. 

Mr. Leighty also said: 

Necessarily, however, in a prudently financed system the extent to which 
benefits can be increased is limited by the prospective revenues coming into the 
system. 

With those preliminary remarks, I proceed to discuss certain of the 
tables placed in the record by Mr. Fort. Those tables were prepared 
by Mr. Walter Matscheck, Director of Research, Railroad Retirement 
Board. They were prepared and submitted for the record in hearings 
before a subcommittee of the Senate Committee on Public Welfare 
when they had under consideration a companion bill to H. R. 3669. 

The data submitted by Mr. Fort, designated as item B, showed on 
page 2 a table relating to the cost of the present Railroad Retirement 
Act. The present cost of 12.60 percent is in contrast to a tax rate of 
12.50 percent. 

The table appearing on page 4, item B, showed the “net cost” 
of H. R. 3669 as 14.12 percent, based on a level payroll of $5.2 billion. 

That figure of net costs—-14.12 percent—takes into account (a) 
all of the benefits provided by H. R. 3669, (6) the elimination from 
railroad-retirement coverage of all employees who will have less than 
10 vears of railraod service, and (c) the contemplated net transfer of 
funds between the Railroad Retirement Board and the social-security 
system. 

The tables also show the gross cost of the benefit provisions of H. R. 
3669, and the contemplated savings as a result of (a) eliminating 
people with less than 10 vears of service; (6) the change in the post- 
retirement work-clause provision; and (¢) the net reimbursement to 
the railroad-retirement account from the old-age and survivors in- 
surance trust fund. 

Thus, four types of level costs were shown, each stated as a per- 
centage of the payroll: 
Percent 
. Cost of present Railroad Retirement Act 12. 60 
2. Net cost of H. R. 3669- Seer © 
3. Net cost of H. R. 3669 without integration with social security and with 

present work- — provisions _- “ee 17. OS 
. Net cost of H. 3669 without integration but with work-clause pro- 
vision of H. R 3669 cr i oa clr rs ce cl a mm eI Ss of aos Se oe 
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Summarizing, the payroll-tax rate for railroad-retirement purposes, 
from January 1, 1952, is set at 12.50 percent; the cost of the present 
Railroad Retirement Act is calculated by Railroad Retirement Board 
actuaries at 12.60 percent; the net cost of H. R. 3669 is calculated at 
14.12 percent; the cost of H. R. 3669 without the contemplated 
reinsurance provisions and changes in the work clause is calculated 
at 17.08 percent. The latter figure is nearly 37 percent greater than 
the tax rate of 12.5 percent. 

Thus, the cost of the present law is in excess of the tax rate, and 
there is no margin in the present fund to pay increased benefits. 

Some testimony has been given here to the effect that the cost 
calculations of the actuaries are conservative, and that such estimates 
have a margin of “tolerance.’”’ Testifying before the Senate sub- 
committee as to why the railroad-retirement system absorbed the 20 
percent increase in benefits granted in 1948, Mr. Musher, actuary, 
Railroad Retirement Board, said there was a little fat in his estimates 
at that time, by reason of the fact that he used an estimated future 
level payroll of $3.5 billion, which was somewhat less than the esti- 
mated minimum payroll furnished by the economists. He said that 
was a “conservative” payroll, as the economists had advised a payroll 
ranging from $3.75 billion to $4.25 billion. 

In his subsequent studies, in 1949, Mr. Musher made his cost 
calculations on a payroll of $4.6 billion, the midpoint of the payroll 
range then supplied by the economists, the economists having esti- 
mated a payroll of from $4.2 billion to $5.0 billion. 

Then, Mr. Musher testified that the— 
gravy that was available for the third valuation * * * is no longer present 
in connection with the present amendments, because we are now, in accordance 
with the best judgment of the economists, not working with any margin in the 
payroll. 

Mr. Robert D. Holran, member, Actuarial Advisory Committee, 
Railroad Retirement Board, in his testimony before the Senate sub- 
committee, in commenting upon the Board’s calculated costs for 
H. R. 3669, said: 

I think Mr. Musher indicated that they were to be taken in any event as pretty 
nearly minimum estimates, without any appreciable intentional margin of safety. 
That is, vou might say it was at the low end of the range of plausible estimates, 
and that it would be very unlikely in my opinion that the cg&ts would be less and 
quite likely that the costs would be somewhat more (p. 302-3). 

Mr. Donald M. Overholser, associate member, Actuarial Advisory 
Committee, in his testimony before the Senate subcommittee, said: 

I agree with Mr. Holran on instinet, which isn’t worth much in testimony, 
that the figures are probably representative, but with very little, if any, margin 
of conservatism (p. 355-6). 3 

I am willing to say that I agree with this table as a reasonable representation 
on the low side (p. 356). 

Mr. Overholser went on to say that if S. 1347, the companion bill 
to H. R. 3669, were enacted, “the plan would go on the rocks”’ (p. 356). 

The chairman of the Senate subcommittee propounded to Mr. 
Matscheck, Director of Research for the Retirement Board, the 
question: 

Is it true that in your computations you generally overstate costs by 1 per- 
centage point? 
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And Mr. Matscheck replied: 
We state it as accurately as possible, to the hundredth percent (p. 501-502). 


It would appear, from these statements by Messrs. Musher, Holran, 
and Overholser, three actuaries, that the present retirement fund, 
unless augmented, will not support the increased benefits provided 
in H. R. 3669. 

I might say that Mr. Murray W. Latimer, in his testimony before 
the Senate subcommittee, and before this committee, was even more 
emphatic when he said that the safety of the system should not be 
endangered by the passage of either H. R. 3755 or H. R. 3669. 

If benefits are to be increased, then the necessary funds must be 
provided, either by the contemplated reinsurance features of the bill, 
or in some other way. Increased benefits should not exceed the funds 
available. 

The net increase in the railroad retirement fund that may be 
expected by the contemplated elimination of railroad retirement 
benefits to employees of less than 10 years’ service, the reinsurance 
of railroad emplovees with 10 vears or more of service, and the change 
in the post-retirement work clause provision of the present law which 
would be made by H. R. 3669, has been calculated, by Railroad 
Retirement Board actuaries, at 2.96 percent of the payroll (17.08 
percent minus 14.12 percent) made up as follows, based on a $5.2 
billion payroll: 

By first relieving the railroad retirement fund of benefit payments 
for emplovees of less than 10 years’ service, it would bring about a 
benefit savings of 1.71 percent. 


Subtracting the taxes contemplated to be paid Social Security for 
less than 10-year men is the equivalent of 0.89 percent of the payroll. 
That produces a net savings on account of relieving the railroad 
retirement system of less than 10-vear men pe phe ig to 0.82 percent. 


Then there is the contemplated transfer of funds between the rail- 
road retirement account and social security fund for employees of 
more than 10 years’ service for benefits adjudicated by the Railroad 
Retirement Board. 

The proportion of benefits charged social security, the benefits 
social security would have paid if ‘such employees had been under 
their coverage, amounts to an average of 5.56 percent of the payroll 
according to the estimates of the Railroad Retirement Board. 

Subtracting the taxes contemplated to be paid social security for 
those employees is the equivalent of an average of 4.36 percent of 
the payroll or a net calculated savings to the railroad retirement fund 
of 1.20 percent. : 

Then you have the net savings in the work-clause provisions which 
are calculated by the actuaries of the Retirement Board as 0.94 per- 
cent. 

Thus, there is a total calculated net savings of 2.96 percent by the 
contemplated integration with the social security system. 

The savings from the proposed changes in work-clause provisions 
is an important change. Under the present law, a retired employee 
cannot draw his annuity for any month in which he works in the 
railroad industry or for the person by whom he was last employed 
before his annuity began. Under H. R. 3669, an annuitant under 


&5691—51———31 
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age 75 will also have to give up his annuity for any month in which 
he earns more than $50 in work covered by the Social Security Act. 
For an employee receiving a disability annuity, under age 65, lh: 
may earn up to $100 per month before he has to give up his disability 
annuity. 

Again, let me repeat, these contemplated savings to the railroad 
retirement fund are as estimated by the actuaries of the Railroad 
Retirement Board. Apparently, the chief actuary, Social Security 
Administration, has developed figures which would indicate that the 
“net savings” would not be as much as 2.96 percent. Surely, before 
the Congress should act upon the bill, they should have those differ- 
ences resolved. 

The present payroll tax rate for railroad retirement, divided equally 
between employer and employee, is 12 percent. That rate increases, 
under the present law, to 12% percent on January 1, 1952. The bill, 
H. R. 3669, would have the present rates apply not only to wages up 
to $300 per month per employee, but to all earnings up to $400 per 
month per employee. 

Insofar as railroad employees are concerned, the higher rated 
workers would bear the burden of the increased tax. ; 

In order to determine the increase in the tax burden, I asked 10 
large railroads to calculate what additional payroll tax they would 
have paid for the month of March 1951 had their payroll tax rate— 
6 percent—applied to wages up to $400 per month per employee. 
Those 10 railroads employ about 43 percent of the employees of all 
class I railroads in the United States. 

The study made by the 10 railroads showed that 46 percent of all 
employees on the payroll received wages of $300 or less; about 33 
percent of the total received wages ranging between $300 and $400; 
about 21 percent earned wages of more than $400 during the month. 

The study further showed that the additional payroll tax which 
would have been paid by the railroads as employers had the tax 
applied to wages up to $400 per month per employee, would have been 
13 percent over present payroll taxes. That is, raising the taxable 
limit from $300 to $400 would increase the payroll tax by 13 percent. 

For the month of March 1951, all class I railroads, as employers, 
paid a retirement payroll tax of about $21,320,000. Thus, for class I 
railroads as a whole, the increased tax burden would approximate 
$2,772,000 per month, or about $33,264,000 on an annual basis. 

As already indicated, this increase in the tax burden is calculated 
on the basis of the present payroll tax of 6 percent, and on the basis 
of wage rates effective in March 1951. Those wage rates are now at a 
higher level, beginning April 1, and the tax will increase to 6% percent 
from January 1, 1952. Thus, the increase in the tax burden on the 
railroads would be slightly greater than $33,264,000 per vear. 

A similar burden aggregating more than $33,264,000 per vear would 
also be placed upon those employees whose wages are in excess of $300 
per month. 

Insofar as the employees are concerned, the increased tax will only 
be paid by about 54 percent of the employees on the rolls, being those 
emplovees whose monthly earnings are in excess of $300 per month. 

What this means is that class I railroads as employers will find their 
gross operating costs increased by more than $33,264,000 per annum, 
and that the higher paid employees will also be further taxed in the 
sum of more than $33,264,000 per annum. 
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The economy of the United States, since the close of World War II, 
has been operating at record breaking peacetime levels. The railroads 
have been participating to some degree in this high level of business 
activity from the standpoint of volume of freight traffic. Unfortu- 
nately, however, they have not been able to participate to any great 
extent from the standpoint of net earnings. In fact, their earnings 
during the postwar period have been less than those earned during the 
late 1920’s notwithstanding the fact that the volume of business 
handled during the postwar years has been 40 percent higher than 
during the late 1920's. 

For example, during the 5-year period, 1926 through 1930, the 
period immediately preceding the depression of the thirties, gross 
revenues of the railroads averaged $6,938 million per vear, net railway 
operating income averaged $1,115 million per year, and net income 
after all charges averaged $738 million per year. Although the post- 
war gross revenues of the railroads, for the 5 years 1946-50, increased 
to an average of $8,808 million per vear, net railway operating income 
declined to an average of $826 million and net income to an average 
of $537 million. 

These figures are shown in the following table which I should like 
to have inserted in the record at this point, Mr. Chairman. 

The CHarrMan. Yes, indeed. 

(The table referred to follows:) 


Cross revenues and net earnings—Pailroads of class I in the United States 


‘ 
Year Total operating | Net railway Net income 
: revenues operating income | (after charges) 


$1, 213, O89, G66 $809, 054, 202 

: ‘ , 067, 5, 495 672, 899, S09 
— edad , ; i, » dado, , 172, 864, 100 7Sé, S23, S84 
4 : 3, 279, 520, 54. , 251, 697, 938 806, 806, 611 
: ! STS, 773 523, 907, 472 
Average _ _ : P ‘ i. . 114, 903, 254 737, 898, 336 
7, 627,650,517 | 20,120,069 —~S«S7, 1S, HS 

, 684, G18, 252 780, 604, 270 487, 874,571 

9, 671, 721, 893 1, 002, 010, 549 | 698, 056, 643 

8, 580, 142, 406 487, 380 438, 157, 662 

, 473, 210, 788 1, 039, 834, 971 783, 377, O70 


Average___. , --------| 8, 807,528,771 | 825,820,448 | —=—«837, 120, 900 
Mr. Mownroe. In other words, notwithstanding a 45.9-percent 
increase in average gross revenues in the postwar vears over that taken 
in during the 1926-30 period, the average postwar net income of the 
railroads has been 27.2 percent less than that earned during the 
1926-30 period. 

The railroads are earning a very low return on their net investment 
in transportation facilities. The return in the postwar vears 1946—50 
was only 3.51 percent. In 1950, it was 4.22 percent, as shown by the 
following table: 


Rate of return on net investment railways of class I in the United States 


Percent 
1946_____ 
1947___ 
1948_ 
1949 __ 
1950_ __ 


Average _ - 
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The railroads do not have adequate earnings. They are not ex- 
periencing, and have not been experiencing from an earnings stand- 
point, the postwar prosperity experienced by industry in general. 
The National City Bank of New York publishes figures relating to the 
rate of return earned on net assets for a large number of manufacturing 
corporations. Those rates of return for the postwar years 1946 to 
1950 are as follows: 


Ratio of net income to net assets, manufacturing corporations 
Percent 


17. 


18. % 


Average 

For manufacturing corporations, the rate of return on net assets 
averaged 15.7 percent during the postwar years 1946-50. The rate of 
return for railroads on the same basis of net assets and for the five 
postwar years 1946-50 averaged about 4 percent. 

The railroads are now before the Interstate Commerce Commission 
seeking an increase in their freight rates and charges, their petition to 
the Interstate Commerce Commission being predicated upon increases 
recently experienced in their operating costs on account of increases 
in the wages they are now paying their employees, and increases in 
the unit prices of their materials and supplies. 

As H. R. 3669 proposes to increase the payroll taxes of the railroads 
and is thus an increase in railroad-labor costs, it would have a direct 
and immediate effect upon the railroad financial situation. 

One of the reesons for the inadequate earnings of the railroads bas 
been the increasingly heavy burden of wages. In each year since 
1939, the average wage rate of railroad employees has increased, rising 
from 74 cents in 1939 to 156.9 cents in 1950, and further increasing to 
175.9 cents in April 1951. The following table shows the average 
straight time rate of pay for each year from 1939 to date. 

May this table be inserted in the record, Mr. Chairman? 

The Cuarrman. Yes, the table referred to will be placed in the 
record at this point. 

(The table referred to follows:) 


Average straight time hourly rate, all employees—Railroads of class I in the United 
States 


Average Average 

Straight | Index straight | Index 
time hourly (1939= 100) time hourly! (1939=100 
rate (cents) | | rate (cents), 


| 
! 


100.0 || 1946 _ ore “ 111.7 | 
100.3 || 1947__. : : 117.5 | 
103.9 || 1948___- Pee 131. 

112.8 }} er eee ee 144.1 | 
120.7 |} 1 eer". 156.9 

125.7 

126, 1 
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Mr. Monroe. Thus, hourly wage rates have increased by 137.7 
percent since 1939. elk: 

At the present time, the generally effective minimum rate of pay 
in the railroad industry is $1.34} per hour. Such a minimum rate 
produces a minimum straight time monthly earning for railroad 
employees of $227.75. 

The wage bill of the railroads represents a larger proportion of 
the gross revenues of the railroads than for manufacturing industries. 
This is shown by the following table, which I shall ask be inserted in 
the record. 

The Cuairman. The table will be inserted in the record at this 
point. 

(The table referred to follows:) 


Ratio of wages and salaries to value of sales, manufacturing industries and railroads 





Industry 1949 =|) «1989 
} 


46. 
22. 
35. 
3y. 
3L. 
31. 
2y. 
29 
34. 


on 


Kailroads, class I 

All manufacturing 
Transportation equipment (except automobiles 
Printing and publishing_....---- ee iee! 
Furniture and finished lumber products. 
Machinery (except electrical) . 
Stone, clay, and glass products. - 
Leather and leather products _- 
Electrical machinery - -...-------- 
Textile-mill products. -___-- 
Iron and steel and their proc . 
Nonferrous metals and their products___. 
Paper and allied products __--__- 
Kubber products _- sags 
Chemicals and allied products_____- 
Automobiles and automobile equipment_. 
Food and kindred products_______- 
‘Tobacco manufactures __ 
Products of petroleum and coal__--- 


OS ae 


bs = te 
Ine one os 


WMO MAMM A SH*Mmenw~ ws 





Source: Computed from data of U.S. Department of Commerce: , 

Wages and salaries from national income number of Survey of Current Business, July 1947, p. 27, and 
July 1950, p. 15. 

Value of sales from Industry Survey, September 1950, p. 11. ‘ 

Railroad ratios from reports of Interstate Commerce Commission. 


Mr. Monroe. For all manufacturing industries, the value of sales 
aggregated $199,993,000,000 in 1949 and the wage bill for that year 
was $43,885,000,000, or a wage ratio of 21.9 percent. The 1949 
ratios of wages and salaries to value of sales for certain leading indus- 
tries were as follows: Automobiles and automobile equipment, 17.6 
percent; food and kindred products, 13.5 percent; iron and steel and 
their products, 27.9 percent;.nonferrous metals and their products, 
27.7 percent; textile mill products, 28.3 percent; machinery (excluding 
electrical), 33.2 percent; furniture and finished lumber products, 36.1 
percent. The railroad wage ratio was 51.5 percent. 

Presently, there is imposed on the railroad industry a retirement 
payroll tax of 6 percent on emplovee wages up to $300 per month per 
man. Employers under the Social Security Act are now paying a 
similar tax of only 14; percent applicable to the first $3,600 of each 
employee’s annual earnings. The railroad tax rate is thus presently 
four times as great as that imposed on other employers. However, 
that does not tell the full story. 

Because of the fact that the railroads have a higher wage ratio 
than manufacturing industries, an increase in the wage cost of the 
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carriers requires a larger increase in the price of their product if such 
increase in wage cost is to be offset: 

Other things being equal, the price for railroad transportation 
should increase about 2.4 times as much as the price for manufactured 

oods, in order to offset a similar relative increase in wage costs. 
hus, the present relative tax burden on railroads for retirement 
taxes is now four times as great as for manufacturing and other indus- 
tries, but the burden on sales is about 9.6 times as great, due not only 
to the fact that the payroll tax is higher for railroads, but also because 
wages consume a larger portion of the railroads’ gross sales dollar. 
ven when the so-called retirement tax under the Social Security 
Act reaches its maximum of 3% percent in 1970, the railroad retire- 
ment payroll tax effective from January 1, 1952, of 6% percent, will 
be nearly twice as great, and the burden on sales will be about 4.6 
times as great for railroads as for other industrial employers. 

From the evidence I have submitted, the following conclusions 
seem to be inescapable: 

1. Railroad retirement tax rates are admittedly inadequate to 
support increased benefits. 

2. If increased benefits are to be provided, the Railroad Retirement 
Fund must be augmented in some manner, by providing for rein- 
surance with the Social Security System, or in some other way, as it 
is highly dangerous to provide for expanded benefits which cannot be 
financed out of the Railroad Retirement Fund. 

3. The railroads are not in such financial condition that they should 
be called upon for increased taxes to support increased benefits. 
With railroad earnings already inadequate and the payroll tax far 
higher than those of other industries, there is no possible justification 
for forcing the carriers to pay still higher taxes to support the increased 
benefits under the Railroad Retirement Act that are proposed in bills 
pending before the Congress. 

4. Before the Congress acts upon the various bills before it, it 
should ascertain, as proposed by Mr. Fort, with the aid of a profes- 
sional staff and the consulting advice of interested parties, what 
increases in benefits might be provided for, if the contemplated 
integration with social security is accomplished in order thus to 
maintain the account in sound financial condition. On this last point, 
the importance of a sound retirement system, all parties are agreed. 

Mr. Chairman, that completes my statement. 

The CuatrmMan. Thank you, Mr. Monroe. 

This will conclude the hearings for the time being until after the 
recess. The next time for the hearing will be on Tuesday, June 5, at 
10 o’clock. 

(Whereupon, the committee recessed at 4:30 p. m. until Tuesday, 
June 5, at 10 a. m.) 
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TUESDAY, JUNE 5, 1951 


Hovse oF REPRESENTATIVES, 
CoMMITTEE ON INTERSTATE AND FoREIGN COMMERCE, 
Washington, D. C. 

The committee met at 10 a. m., pursuant to adjournment, in 
room 1334, New House Office Building, Hon. Robert Crosser (chair- 
man) presiding. 

The CuatrMaAn. The committee will be in order. 

Mr. O’Brien, will you take the witness stand, please. 


STATEMENT OF CLIFFORD D. O’BRIEN, COUNSEL ON BEHALF 
OF THE BROTHERHOOD OF LOCOMOTIVE ENGINEERS, BROTH- 
ERHOOD OF LOCOMOTIVE FIREMEN AND ENGINEMEN, ORDER 
OF RAILWAY CONDUCTORS, AND BROTHERHOOD OF RAILROAD 
TRAINMEN—Resumed 


Mr. O’Brien. Mr. Chairman and members of the committee, I 
requested an opportunity to present a further brief statement on 
behalf of the four operating brotherhoods. I had thought perhaps 
that if the committee were going to hear from the representatives 
of the Board or from the proponents of H. R. 3669, it might be better 
if what I have to say came later. However, I can say it as well 
now, I guess, and it will be brief. 

The operating organizations, in view of the information which 
they received from their own actuaries, and in view of the Board’s 
estimate of the cost of H. R. 3755, had determined as a matter of 
policy to scale down their request from a request for 25 percent in- 
crease across the board to a request for one-sixth increase for retired 
employees. A study which we have made in the recess period has 
not substantially clianged that position. 

We do believe that the evidence before your comnmmiteen and the 
evidence before the Senate committee on the same subject matter 
has developed indications that substantial savings are available 
through some form of coordination of benefits under the railroad 
retirement system with benefits under the social security system. 
We want to repeat for your record our willingness to cooperate in 
any such study looking to the accomplishment of that type of coordi- 
nation. However, we believe that the type of piecemeal and hap- 
hazard integration of these two systems contemplated by H. R. 3669 
would do much more harm than good. 

During the recess your committee received a communication from 
Mr. te on behalf of the Association of American Railroads relat- 
ing to the operating employees’ proposal embodied in H. R. 3755 

481 
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to strike two disqualifying sections from the unemployment and 
sickness benefit phases of the legislation. We have not had an 
opportunity to fully consider Mr. Souby’s communication which we 
only saw yesterday for the first time, and I should like to ask leave 
to send a letter to the committee, with copies to interested parties, 
containing our comments on Mr. Souby’s comments on our proposal. 

The CuarrmMan. You may have that privilege. 

(The information referred to above is contained in Mr. O’Brien’s 
letter below.) 

Mr. O’Brien. I should say for the benefit of the committee that 
we gave some serious consideration to attempting to reconcile our 
views with some of those expressed by Mr. Latimer in his appearance 
before your committee. Mr. Latimer indicated in the event a study 
were instituted with a view to coordinating railroad retirement and 
social security in the near future, he thought it would be safe now 
to increase benefits to retired employees and pensioners around 15 
percent and to increase at least some of the survivor benefits up to 
the present social-security level. 1 had a conference with Mr. Latimer 
on that subject matter during last week at which he indicated to me 
that his then estimate that these survivor benefits would cost about 
20 percent to be increased was low and that he was not prepared to 
give a specific figure, but it would be nearer in the neighborhood of 
one-third increase in the cost of survivor benefits. However, he said 
it could not actually be determined without at least a sampling of 
the files and probably a field sample. 

Under those circumstances we feel that for present legislation it 
would not be possible within funds available to reconcile our present 
position with that expressed tentatively by Mr. Latimer. So our 
position has not changed from that expressed by Mr. Shields, Mr. 
Bronson, and myself during these hearings. 

In addition to a letter in respect to the unemployment-insurance 
features, I should like to present in writing for your record a revision 
of H. R. 3755 in accordance with our present views as I promised 
when Mr. Harris asked me. I will present that to you tomorrow. 

(The letter referred to follows: ) 

Wasuincoton, D. C., June 6, 1951. 
Hon. Ropertr Crosser, 


Chairman, House Committee on Interstate and Foreign Commerce, 
United States House of Representatives, Washington, D. C. 

Drar Mr. Crosser: I am enclosing ith this letter a redraft of H. R. 3755 
(S. 1353) expressing the current position of the operating brotherhoods in respect 
to amendments to the Railroad Retirement Act and the Railroad Unemployment 
Insurance Act. Sufficient copies are included for all members of the committee 
and its staff, and I am also providing copies for all interested parties who have been 
heard during the proceedings. 

With respect to our proposal to strike two disqualifying subsections in the 
Unemployment Insurance Act, we have taken account of the objections filed by 
Mr. Souby on behalf of the Association of American Railroads.by tendering a new 
proviso to the definition of ‘day of unemploy ment” and “day of sickness” appear- 
ing in section 1(k) of that act. The terms employed in the new proviso, that is, 
‘‘mileage or work restrictions agreed upon in schedule agreements between em- 
plovers and employees’? and ‘“‘standing-by or laying-over between regularly 
assigned trips or tours of duty’’ are words of art in the railroad industry, well 
understood by both carriers and their employees and, it is therefore believed, 
simple to administer. 

I request that this letter and the accompanying redraft of H. R. 3755 be made 
a part of the record of your committee’s hearings. Copies of both are also being 
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furnished Senator Douglas for inclusion with the record of his subcommittee 
considering the same legislation. 
Very truly yours, 
Currrorp D. O’BrRIEN. 


H. R. 3755 (8. 1353) Revisep 1n Accorpance Wits Position or BROTHERHOOD 
or Locomotive ENGINEERS, BROTHERHOOD oF LocomMoTIVE FIREMEN AND 
ENGINEMEN, ORDER OF Rathway ConpucTors, BROTHERHOOD OF RAILROAD 
TRAINMEN 


A BILL To amend the Railroad Retirement Act, the Railroad Unemployment Insurance Act, and for 
other purposes 


Re it enacted by the Senate and House of Representatives of the United States of 
America in Congress assembled: 

Sec. 1. That subsection (a) of section 3 of the Railroad Retirement Act of 
1937, as amended, is amended to read as follows: 

“(a) The annuity shall be computed by multiplying an individual’s ‘years of 
service’ by the following percentages of his ‘monthly compensation’; 2.8 per 
centum of the first $50; 2.1 per centum of the next $100; and 1.4 per centum of 
the next $150.” 

Sec. 2. Subsection (e) of section 3 of the Railroad Retirement Act of 1937, as 
amended, is amended to read as follows: 

“(e) In the case of an individual having a current connection with the railroad 
industry and not less than five years of service, the minimum annuity payable 
shall, before any reduction pursuant to subsection 2 (a) (3), be whichever of the 
following is the least: (1) $4.20 multiplied by the number of his years of service; 
or (2) $70; or (3) his monthly compensation.” 

Sec. 3. Subdivision (ii) of section 5 (i) (1) of the Railroad Retirement Act of 
1937, as amended, is amended to read as follows: 

(ii) will have rendered service for wages in excess of $50;” 

Sec. 4. Paragraph (9) of subsection (1) of section 5 of the Railroad Retirement 
Act of 1937, as amended, is amended to read as follows: 

“(9) An employee’s ‘average monthly remuneration’ shall mean the quotient 
obtained by dividing (A) the sum of the compensation and wages paid to him 
after 1936 and before the quarter in which he will have died, eliminating for any 
single calendar year, from compensation, any excess over $300 for any calendar 
month in such year, and from the sum of wages and compensation any excess 
over $3,600, by (B) three times the number of quarters elapsing after 1936 and 
before the quarter in which he will have died: Provided, That for the period prior 
to and including the calendar year in which he will have attained the age of twenty- 
two there shall be included in the divisor not more than three times the number of 
quarters of coverage in such period: Provided further, That there shall be excluded 
from the divisor any calendar quarter during any part of which a retirement 
annuity will have been payable to him. 

“With respect to an emplovee who will have been awarded a retirement annuity, 
the term ‘compensation’ shall, for the purpose of this paragraph, mean the com- 
pensation on which such annuity will have been based;”’ 

Sec. 5. Paragraph (10) of subsection (1) of section 5 of the Railroad Retire- 
ment Act, as amended, is amended to read as follows: 

(10) The term ‘basic amount’ shall mean— 

“(j) for an employee who will have been partially insured, or completely 
insured solely by virtue of paragraph (7) (i) or (7) (ii) or both, the sum of 
(A) 40 per centum of his average monthly remuneration, up to and including 
$75; plus (B) 10 per centum of such average monthly remuneration exceed- 
ing $75 and up to and including $300, plus (C) 1 per centum of the sum of 
(A) plus (B) multiplied by the number of years after 1936 in each of which 
the compensation, wages, or both, paid to him will have been equal to $200 
or more; if the basic amount, thus computed, is less than $10 it shall be 
increased to $10; 

“(ii) for an employee who will have been completely insured solely by 
virtue of paragraph (7) (iii); the sum of 40 per centum of his monthly com- 
pensation if an annuity will have been payable to him, or, if a pension will have 
been payable to him, 40 per centum of the average monthly earnings on 
which such pension was computed, up to and including $75; plus 10 per 
centum of such compensation or earnings exceeding $75 and up to and includ- 
ing $300. If the average monthly earnings on which a pension payable to 
him was computed are not ascertainable from the records in the possession 
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of the Board, the amount computed under this subdivision shall be $33.33, 
except that if the pension payable to him was less than $25, such amount 
shall be four-thirds of the amount of the pension or $13.33, whichever is 
greater. The term ‘monthly compensation’ shall, for the purposes of this 
subdivision, mean the monthly compensation used in computing the annuity. 

“(iii) for an employee who will have been completely insured under para- 
graph (7) (iii) and either (7) (i) or (7) (ii), the higher of the two amounts 
computed in accordance with subdivisions (i) and (ii).” 

Sec. 6. The amendments made by this Act shall be applicable with respect to 
all annuities under the Railroad Retirement Act of 1937, as amended, accruing 
during the calendar months following the month in which this Act is enacted; 
but such amendment shall not apply to joint and survivor annuities heretofore 
awarded. The amendments made to section 5 of that Act shall be effective with 
respect to deaths after the date of enactment of this Act. All annuities under the 
Railroad Retirement Act of 1935 and all joint and survivor annuities deriving 
from joint and survivor annuities heretofore awarded, accruing during the calendar 
months following the month of enactment of this Act, and all pensions due in 
months following the first calendar month after the enactment of this Act, shall be 
increased by 16 and 24 per centum. All recertifications required by reason of the 
enactment of this Act shall be made by the Railroad Retirement Board without 
application therefor. 


RAILROAD UNEMPLOYMENT INSURANCE 


Sec. 7. Seetion 1 (k) of the Railroad Unemployment Insurance Act, as amended 
is amended by adding at the end of the first paragraph thereof the following: 
‘Provided further, that any calendar day on which no renumeration is payable to 
or accrues to an employee solely because of the application to him of mileage or 
work restrictions agreed upon in schedule agreements between employers and 
employees or solely because he is standing-by for or laving-over between regularly 
assigned trips or tours of duty shall not be considered either a day of unemploy- 
ment or a day of sickness.” 

Sec. 8. Subsection (a—1) of section 4 of the Railroad Unemployment Insurance 
Act, as amended, is amended by striking out all of subsections (iii) and (iv) of 
subsection (a-1) of section 4. 

Sec. 9. The provisions of Sections 7 and 8 of this Act shall become effective 
July 1, 1951. 

Mr. Harris. I was interested in your comment about trying to 
reconcile your views with the views of Mr. Latimer. 

Mr. O’Brien. Perhaps that was an unfortunate phrase. 

Mr. Harris. I think it is a very good approach in this problem. 
I wonder if you have endeavored to reconcile any views recently 
between the Railway Labor Executives’ Association and the operating 
groups. 

Mr. O’Brien. So far as I know, Mr. Harris, there have not been 
any conferences between the operating groups and the Railway Labor 
Executives’ Association on the subject matter since they agreed to 
disagree prior to the introduction of these two bills. 

I think I ought to say it was not so much an effort to reconcile our 
views with those of Mr. Latimer as to see whether with presently 
available funds something could be added for survivor benefits. We 
now believe that the better thing to do is to make an immediate 
modest increase for the retired employees and pensioners, with a view, 
however, to the institution of a comprehensive study which, let us say, 
by 1952 would enable us to bring our survivor benefits at least into 
line with those presently provided by social security. 

Mr. Harris. That is one of the things that is causing a great deal 
of concern. We adopt a policy that survivors should participate 
and benefits should be made available to them. Everyone realizes 
the importance of maintaining a sound program. As I understand the 
justification for the increase in benefits to the employees, it is to add a 
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little bit to the manner and method of maintaining the livelihood of 
those employees under our present economy. In other words, the 
higher cost of living in the last few months or a year or so has made 
this necessary. Now why the same consideration should net be 
extended to survivors is a pretty important question, it seems to me. 
In other words, the impact of the economy on the survivor, who 
depends on this fund perhaps in many instances for livelihood, is just 
as great as it is on the retired employees. I have not heard any justi- 
fication for the difference. I just wonder if there is a good, sound 
reason for it. 

Mr. O’Brien. Mr. Harris, I do not think I can add anything new 
to what we have already said on that subject, except to say that we 
recognize the survivors under the railway system are now receiving 
in many instances less than they would receive under social security. 
We think the correction of that probably lies in some form of coordina- 
tion such as was suggested by Mr. Latimer and Mr. Bronson. 

Mr. Harris. I know, but that is proposed for sometime in the 
future. 

Mr. O’Brien. But we do not see that that can be done in the 
absence of serious studies, and at the present time we can only take 
the position that we can encourage those studies and would like to see 
the results. 

The Cuarrman. Thank vou, Mr. O’Brien. 

Mr. O’Brien. Thank you, Mr. Chairman. 

The Cuarrman. Mr. Leighty is the next witness. 


STATEMENT OF G. E. LEIGHTY, PRESIDENT, ORDER OF RAILROAD 


TELEGRAPHERS AND CHAIRMAN, RAILWAY LABOR EXECU- 
TIVES’ ASSOCIATION—-Resumed 


Mr. Leicury. Mr. Chairman and members of the committee, I ap- 
preciate this opportunity to again appear before you in support of 
House bill H. R. 3669 which is commonly known as the Railway Labor 
Executives’ Association bill. There have been many issues raised 
with respect to this bill by a number of witnesses and we would like 
you to have a clear understanding of this bill and would like to reply 
to some of the opposition that has been given to your committee by 
other witnesses. I will endeavor to cover certain of the issues involved 
and Mr. Schoene will follow me and will cover other issues that have 
been brought un in the course of these hearings. 

I have had prepared and have had distributed to each of you a 
number of tabulations which I shall wish to discuss with you and which 
I think will give you a clear understanding of what we propose and 
just how it willapply. | 

The Cuarrman. Do you wish these placed in the record? 

Mr. Leicutry. Yes, I would ask that they be placed in the record. 

The CuarrMan. Without objection they will be placed in the record 
at this point. 

Mr. Leicury. You will note they are lettered in the upper right- 
hand corner and as I refer to them you will have no difficulty in locat- 
ing the particular table to which I am addressing my remarks. 

(The tabulations referred to follow:) 
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Tasie A.—Mr. G. E. Leighty’s question regarding number of nonstrictly railroad 
employees covered under the RRA. Data from the Board’s wage study for 1949 


68, 070 
1, 851, 780 


Class II and IIT 23, 248 
Other switching and terminal companies : ; 36, 667 
Electric railroads ; 17, 484 
Railway express _ : ; Paes 82, 484 
Pullman Co____- 27, 348 
UU nee UN i i 8 hg or hh lke bbe Chee cuewand 21, 806 


209, 037 
Miscellaneous 29, 615 


FR I «octet dbiiak teipaiiadicsmeninens aol 2, 090, 432 


TaBLeE B.—Payroll estimates 
1949 actual: Maximum 
Class I, for 1,852 T (employees average $2,480) 
Others, for 238 T (employees average $2,480) 


Increase on class‘I in 1950..__..___.__.___- 
Increase on others in 1950 


Total payroll in 1950 


Taxable (Railroad Retirement Board’s statement) 
Not taxable, 12.8 percent 


1951 PAYROLL ESTIMATES 
Payrolls in 1950 
Non-ops increase: 
Feb. 1, 285—1/12 or 24 
Apr. 1, 135—1/4 or 34._..__..__-- 


JulyJl, additional increase __ 
Oct.41, additional increase 
Ops. increase 


Total for 1951, based on 1950 employment__-__- - -_- 
5 percent increase in employment fet a 


Total for 1951 


ESTIMATE TAXABLE PAYROLL 


Taxable payrolls in 1950 
Non-ops. increase, 60 percent 
Ops. increase, 25 percent 
Others, 50 percent 


Total based on 1950 employment__ .__---.._--_----.------- 
5 percent increase in employment 


Total for 1951 


ESTIMATE TAXABLE PAYROLL BASED ON $400 MAXIMUM 


Not over 5 percent not taxable if $400 maximum is used. 
Taxable payroll 
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TasLe C.—Payrolls 





1940 esti- 1944 esti- | 1947 esti- | 1950 esti- 
| Actual [mates based mates based mates based |mates based 
Past on first on second | on third | on fourth 
| valuation valuation | valuation | valuation 


2, 000 
2, 000 
2, 000 
2, 000 
2, 000 
2, 000 
2, 000 
2, 000 
2,000 
2, 000 
2, 000 
2, 000 
2, 000 
2, 000 
2, 000 
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Taste D.—Tares 


1940 esti- 1944 esti- 1947 esti- | 1950 esti- 

Actua) |™ates based mates based | mates based |mates based 
on first on second on third | on fourth 
valuation | valuation valuation | valuation 
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TaBLE E.—Disbursements 





1940 esti- 1944 esti- | 1947 esti- 1950 esti- 
mates based|mates based mates based | mates based 
on first on seeond | onthird | an fourth 


valuation | valuation | valuation | valuation 




















TABLE F.—Reserves 





1940 esti- | 1944esti- 197 esti- | 1950 esti- 
mates based mates based|mates based|mates based 
| on first | on second | on third | on fourth 

valuation | valuation | valuation | valuation 


| 
| 
| 


Actual 





~ 


rrr 


ww wD 


+ 





ExHIBiIt G 
ExPpLANATORY Notes To Tastes D-1, D-2, ann D-3 


1. The actual data are on a cash basis; the estimates are on an accrual basis. 

2. The actual balances in the account include appropriations on account of 
crediting military services rendered after 1939; the estimated reserves exclude 
such appropriations and interest on them. 

3. The estimated balances in the account include interest at 3 percent. For 
example, the balance for 1947 contains interest earnings of 3 percent on the 1946 
balance, plus 1% percent on the 1947 taxes, minus 1% percent on the 1947 dis- 
bursements. 

4. The estimated disbursements include benefit payments and allowances for 
administration. The actual disbursements include the same items. 

5. The estimates in table D-—2 are intermediate between projections A and B 
of the second valuation. 

6. The estimated disbursements in tables D-1 and D-2 have not been adjusted 
for the effects of the 1946 and 1948 amendments. Table D-3 does contain such 
adjustments. 
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TaBLe H (table D-1).— Actual experience of the railroad retirement system compared 
with 1940 estimates based on the first valuation 


[ Millions of dollars] 


| Taxable payroll | Disbursements | Balance in account 
| ] } 

iin Te i eee, ee eee er 

Actual | Pa ast Esti- Actual Esti- 


| Esti- 


Actual mated 


mated mated 


boitees os. Se, 2s 
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130 136 147 
130 141 14 
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TABLE I (table D—2).— Actual experience of the railroad retirement system compared 
with 1944 estimates based on the second valuation 


{Millions of dollars} 


| Taxable payroll Taxes Disbursements | Balance in account 


Calendar year [| ; Orie 4 ine : | 


Esti- Esti- we. Esti- . 
Actual mated Actual mated Actual mated Actual 


Esti- 
mated 


4e" tet ie bit Br oe ee $176 | $202 
$3, 938 $3, 651 232 $136 $139 311 | 307 
286 141 144 491 | 411 
279 : 1s) 153 46 493 
315 ‘ 164 164 790 | 565 
484 | 207 175 1, 269 612 
f 569 3 | 259 1s4 1, 664 639 
2, 625 | 565 297 190 2, 065 
2,551 | 546 | , 316 193 2, 369 
£.4051...... ae 196 |. } 
2,500 |... + Ste lyy 
2, 500 |. - | mE! 203 
2, 500 |. : 208 
2, 50D |...-. shite 212 





TABLE J (table D-3).— Actual experience of the railroad retirement system compared 
with 1947 estimates based on the third valuation 


{Millions of dollars] 





Taxes Disbursements Balance in account 


| 


Actual Esti- 


mated 


re | ; $783 
$4, 744 $4, 136 $476 | $253 1, 269 | 1, 033 
4.943) 3, BR 5 292 | ,6 1, 220 
4 
4 


Esti- 
mated 


Esti- 
mated 


Esti- 


mated Actual 


Actual Actual 


, 598 3, BS | : 335 2, 06 1, 403 
700; | i 79 | 316 355 1, 571 
: i SEB ween 1,715 
BM4 : 1, 841 

412 |. 1, 958 

427 2, 056 

444 | 2, 095 

458 2, 064 

469 | 2,031 

480 2, 027 

492 2,019 

502 wi 1, 994 
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TaBLE K.—Estimate of the progress of the railroad retirement account, according to 
the present law 


. [Millions of dollars] 








/ | | | 
Calendar Disburse- | Taxin- | Balanceat | Calendar | Disburse- Tax in- Balance at 
year ments! | come _ (end of year || year | ments! | come j end of year 





$592 || 1976 a 
619 | % : | 1977 4 
649 363 || 1978 7 
632 

64S 

649 

632 | 

644 

601 

537 

504 | 

562 

583 

614 

5QS 

613 





29553528353 


Ss 
~ 


eee2ee 
Z52235 


= mae 556 | 

1972 : 7, 026 « | 555 | 

1973 5! 1} ‘ wax 554 | 
1974 59% 4 | 2000... 553 

1975 eee 685 577 7,356 | Ultimate ; 542 | 

} } } | 
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Ys 
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! Benefit disbursements plus an allowance of $5 million a year for administrative expenses. 
Note.—Income and outgo on account of crediting military service are not included (Office of Director of 
Researeh). 


TABLE L.—/llustrative projections of tares and disbursements, and progress of reserve 
under S. 1347 excluding and including adjustments with the OASI trust fund 
[Millions of dollars] 





| Excluding adjustments with OAST trust Including adjustments with OASTI 
fund | trust fund 


' | 
Taxable Benefits) 
payroll, OASI |~ due Inter- 
for taxes | from est? 
OASI | OASI | 


Total | 
dis- | Inter- 
tax iets 2 
: ,| Durse- | est ? 
income | ments ! 


Calendar year 
|Taxable 
payroll 


| Balance} 
in | 
reserve | 
| 


Total Balance 
$ in 
reserve’ 


| me 
$5, 870 | $704, $391 | | “2531 | $5,531 | “$200 | 


| 5,908 739 | 2,883 | 5,567 | 

5,753 | 719 | 92 | 0} 3, 5, 421 

5, 899 737 | 3,517 | 5, 559 

5, 908 739 | 567 

OSs 57. 

5 68 738 

| ‘ 578 SON | 

1975. ...... | §, 25% 657 871 | 
19X0___- | 4, 624 922 
$e: cou e || 635 962 
1990. | 5, 635 993 

1905.............--.| 5,070} 634] 1,010 | 

2000 _- | 5,034) 629) 1,100 |--.--...)-----.-. 

i | 


~o 


o 
$9 So mH $1 On > $9 G8 O89 


Ape Pees: 





1 Includes $6.5 million per year for administrative expenses. 

2 At 244 percent on OASI taxes and benefits, at 3 percent on other items. 

3 On the assumption that the amount of the initial settlement will remain in the railroad retirement ac- 
count as a credit against future OASI obligations. 


ae and outgo on account of crediting military service performed during World War II are not 
luded. 
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TaBLE M.—Projection with disbursements 10 percent under those estimated by 
Railroad Retirement Board—lilustrative projections of tares and disbursements, 
and progress of reserve under S. 1347 excluding and including adjustments with 
the OASI trust fund 

[Millions of dollars} 


ete eee . . Including adjustments with 
Excluding adjustments with OASI trust fund OASI trust fund 


eryen Total | IRotanns) Taxable Benefits » 1... 
pant dis- Inter- a payroll, OASI due -~ 
+ nen, | DUse- | est? es eC tazes | from j_.....3 
income | ents! reserve) gas] OASI reserve 


. Taxable 
Calenc yea | 
alendar year payroll 


ARS ac. ee ‘ se: eon ee ee Af : 2, 149 
1951 704 $391 2, 531 $166 531 
1952 739 420 ; 2, 930 167 930 
1953 443 ¢ 3, 297 163 297 
1954 467 | | 3, 669 | 222 669 
1955 490 3) 4,031 223 031 
1960 590 5, 302 216 302 
1965 664 6, 503 315 508 
1970 7 | 6,830 283 830 
1975 211 | 7,183 322 255 
1980 222 | 7,408 634 
1985 230 | 7, 538 768 
1990 233 | 7, 568 806 
1995 234 | 7,523 763 
2000. 232 | 7,507 746 


ror 


an 


ape eR Om Hone 


311 | 
311 
308 


Ph oe om on 
g I 


MMMM NN SS orm goon 


1 Includes $6.5 million per year for administrative expenses. 

3 At 246 pereent on OASI taxes and benefits, at 3 percent on other items. 

1 On the assumption that the amount of the initial settlement will remain in the railroad retirement 
account as a credit against future OASIT obligations. 

Norte.—-Income and otugo on account of crediting military service performed during World War II are not 
included. 
Taste N.—WSelected financial data, by fiscal year, 1936-450 


Fiesal year Tax collections | Mterestonin- | Benefit pay- Administrative 
seal ye: i : 


estments ments expenses 


1935-36 2 $2 bei ‘- | $599, 285 
1936-37 : 345, ide M4. 514, 1, 295, 807 
1937-38 5O, 131, § $1, 410, 822 82, 654, 5 818, 172 
1938-39 0, 256, ! 2, 201, 877 107, 131, 4 917, 969 
1u39-40 20, 966, 714 2, 282, 516 114, 025, S10, 416 
1940-41 36, 942, 076 2, 533, 858 121, 799, § 904, S23 
1941-42 . » 6 3, 143, 059 126, 656, 7: S77, 883 
1942-48 208, 704, 892 5, 776, 849 130, 863, § 845, 220 
1943 44 267, O64, 593 ¥, 837, 049 135, 215, 3: 375, 380 
144-45 , 285, 037, 86. 5, 240, 493 142, 527, 6 431, 200 
1945-46 “ 282, 610, 46 9, S81, 329 153, 815, 2 676, 385 
1946-47 380, 057, 125 24, 187, 274 173, 101, 738, 498 
1947-48 557, , oe 38, 875, 492 224, 871, 2 O41, 22s 
1048-49 563, 832, 72 50, 942, 877 283, 052. 8S2, 281 
1HY-50 550, 172, : | . 201, 104 | 301, 542, : 982, 236 


> me mM POPO ho hohe tote 


ACCRUED TAXABLE COMPENSATION BY CALENDAR YEAR, 1937-49 
[ Millions] 


Amount Year | Amount Amount 


$2, 259 $3, 206 1946 _. $4, 632 
2,003 || isa seul 3,938 || 1947 4,744 
2, 140 4, 205 144s 4,943 
2, 243 | ‘ 4, 333 1949 4, 508 
2. 651 
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TaBLe O.— Monthly retirement benefits under the present Railroad Retirement Act, 
under the amended Social Security Act, under the proposed amendments to th. 
Railroad Retirement Act, H. R. 3669 and S. 1347, and changes which have beer 
suggested by other parties 


10 YEARS’ CREDITABLE SERVICE 
[All figures rounded to the nearest dollar] 





j 
Employee and spouse, 
Employee only voth 65 or over 





| 
| F Amend- 
; | Propose ments pro- Proposed 
compensation | | pt me Social | annuity | posed by Senened Social annuity 
le tirement | security | under 4 other 25 aon | security under 

 Tetirement | benefits! | H. R. 3669| parties | 2° Pe | benefits! | H. R. 3669 

ay | and 8. 1347 (1624 per- | and 8. 1347 

| | cent) | 


wy 
Average monthly! 





| 
| 
| 
} 
} 
| 


cad 
o-+. Se 


Shot th bo 


15 YEARS’ CREDITABLE SERVICE 


$50 | 
63 | 
63 | 
63 | 


20 YEARS’ CREDITABLE SERVICE 
$50 $50 | 
68 70 


25 YEARS’ CREDITABLE SERVICE 
$50 | $50 | 
Hs 70 
85 88 | 
103 | 105 
138 | 
173 
30 YEARS’ CREDITABLE SERVICE 
ERCGTUN COREE WEREAD 
$50 


75 


108 
152 
173 
215 
257 


in must be 65 or over. 
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TaBLeE P.— Monthly survivor benefits under the present Railroad Retirement Act, 
under the amended Social Security Act, under the proposed amendments to the 
Railroad Retirement Act, H. R. 3669 and 8. 1347, and changes which have been 


suggested by other parties 
{All figures rounded to the nearest dollar] 





Widow and 1 child ! 





railroad 


retirement 
nuity 


Social 


an- 
R. 


H. 
3669 and 8. 1347 


security | 
security 


H. 


benefits 
under 


| 
i 


“Present rail 
‘Proposed annuity 
15 percent 
25 percent 


benefits 
Proposed annuit 
under 


| 


| Social 





10 YE 





$30 | $20 $21 | $28) $38 | $60 | 
50} 31] 34 45} 75| 100] 
40| 44! 58; 97! 120] 67] 
45| 49) 65 | 120) 140| 7 
: Soactlinaaal Me 


i 


Present 


ARS’ TAXABLE SERVICE AFTER 1936 


Widow and 2 children ! 


Proposed annuity 
H. R. 


security 


retirement 
nuity 
benefits 
under 
3669 and 8. 1347 
reent 


| 25 percent 


| Social 
15 pe 


| 





15 YEARS’ TAXABLE SERVICE AFTER 1936 








73] 110! 54] | 

97 | 130!) 70| 
| 68) 120) 150 | 
; | 170}. 


$38 | $70 | $33 | $35 | 





2 YEARS’ TAXABLE SERVICE AFTER 1936 





$30 | $38) $80 | $35 | 
49) 75) 120) 56 | 
64) 97) 140) 74 
| 71} 120] 160] 82 
a sestal - EP Ete 


i 


1 Regardless of widow’s age if dependent children are under 18. 


$40 | $107 | $46 | $50 
68 | 80) 160) 78) 85 
sy 130 | 187) 102) 111 
100 | 150) 213 | 115 | 125 

. 240 |.....|...-. 
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Mr. Lercutry. Now we have heard a great deal here about the 

eer: of the railroad industry and other employers who are covered 

v the Railroad Retirement Act. So I think we should first devote 
a little time to the discussion of that phase of this issue. 

You will notice the first table is lettered table A. It indicates 
that the Retirement Board’s wage study for 1949 shows that the total 
employees covered in that year were 2,090,432. Those were the 
number of employees who drew compensation and paid taxes into the 
fund ‘in the year 1949. 

You will note that class I railroads and class I switching and terminal 
companies accounted for approximately 1,850,000 of these employees; 
and other employees of the class I] and III carriers, switching and 
terminal companies, electric railroads, railway express, Pullman Co., 
car loan companies, and miscellaneous accounted for approximately 
238,000 employees who paid taxes into the fund in the vear 1949. 

Using those figures as a base and Form M-300, which is a public 
document issued by the Interstate Commerce Commission based on 
statistics furnished by the railroads, we find that the average of all 
employees on the railroads in 1949, the average annual compensation, 
was $2,480. ‘The class I actual payroll in 1949 was $4,592,000,000. 

Using the same average for the other 230,000-odd employees, it 
shows a total payroll in 1949 of $5,184,000,000 for all employees who 
paid taxes into the fund. 

Now in 1950, based again on M-300 of the Interstate Commerce 
Commission, there was an increase in the payroll of $186,000,000 on 
class I railroads, and usimg a similar method of computation, an 
increase of $23,000,000 for other employees in 1950, which makes the 
total payroll in 1950 of $5,393,000,000. 

You have before you the Railroad Retirement Board’s statement 
saving that of that total, $4,700,000,000 was taxable, which leaves 
$693 ,000,000 not taxable, or 12.8 percent. 

The 1951 payroll estimates are based on what actually transpired 
in 1950. We started out with a payroll of $5,393,000,000 in 1950 
and estimating the payroll for 1951 we take into account the nonops 
increase of 12); cents on February 1, of 6 cents on April 1, and we add 
those totals to the total payroll which amounts to $362,000,000. It 
is estimated that the escalator clause in the current agreements will 
add another $24,000,000 for this year on July 1 and another $12,000,000 
on October 1. The ops increase, while yet not disposed of, on the 
basis of what the nonops receive will amount to about $170,600,000, 
so that gives us a total of $5,961,000,000 taking into account the 
current increases for railroad employees. 

The others covered by the act will have an increase of about 
$78,000,000, making a total of $6,039,000,000 payroll for 1951 based 
on 1950 employment. 

Now in the testimony before the Interstate Commerce Commission 
various estimates were made as to the traffic that the railroads would 
handle in 1951. It was estimated that that traffic would be between 
6 and 16 percent higher in 1951 than it was in 1950, or an increase of 
about 10 percent in their traffic. That is borne out by the figures of 
the railroads to date, this year, which are now available for the first 
three months of the year. The compensation or the revenues of the 
railroads have increased over 15 percent over last year and the car 
loadings for the first 5 months show an increase of more than 20 per- 
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cent over last year. So an estimate of a 10 percent increase in their 
business is moderate. 

We estimate that to handle this 10 percent increase in business 
will require approximately 5 percent increase in employment. So we 
add 5 percent to the payroll total which gives us a figure of $6,341,- 
000,000 total payroll for 1951. 

Now if you will drop down two lines, you will find an estimate of 
the taxable payroll based on a $300 maximum. We had an actual 
taxable payroll of $4,700,000,000 in 1950. Sixty percent of the 
nonops increase will be taxable, so we will add $259,000,000 for that 
increase. 

We estimate that 25 percent of the operating groups’ increase will 
be taxable, which adds another $42,000,000, and $39,000,000 for the 
increases in the other groups. So that makes a total taxable payroll 
of $5,020,000,000 in 1951 based on 1950 employment. We add a 
5 percent increase in employment in 1951, or $251,000,000, which 
makes a total taxable payroll of $5,271,000,000 in 1951, if we use the 
$300 maximum, and that is all we can use this year, because the in- 
crease we propose will not take effect until next year. 

So that would mean that of the $6,300,000,000 total for 1951, 
$5,271,000,000 would be taxable and a little over $1,000,000,000 non- 
taxable or the nontaxable payroll would be approximately 17 percent. 

Now had the taxable payroll been based on a.$400 maximum instead 
of $300 maximum, 95 percent of the payroll would be taxable, which 
would mean a taxable payroll of $6,000,000,000 for 1951, using the 
$400 figure. 

Now we have said to you that the figures we have submitted are 
based on a taxable payroll of $5.2 billion. We consider that a very 
moderate figure because we have shown through these estimates that 
using a $400 maximum the estimated taxable payroll for this year, 
1951, would be $6 billion. 

Now I might say with respect to my estimate of the taxable payroll 
for 1951, the Board in their new estimates which were submitted to 
the Senate say that they contemplate the increase in employment 
will be about 8 percent and consequently the taxable payroll will 
be $5,400,000,000. So the figures that I have submitted to you here 
are rather on the low side than on the high side. 

Now the question may well be asked: What about the future? 
What is going to happen to these payrolls in the future? History I 
think probably is the best guide we have, plus our knowledge of 
present-day conditions. 

We find that in 1914, 37 vears ago, the average hourly compensation 
in the manufacturing industry was 22 cents an hour. In February 
1951 the average hourly compensation in the manufacturing industry 
was $1.55. Now if anyone had told a man in 1914 that 37 vears from 
now the pay scale will be over a dollar an hour, they would have said 
he was crazy, but that is what happened, and indicates what we run 
into when we try to project something 40, 50, or 60 vears in the future. 
It is very difficult to do it just a few vears in the future, and I am 
going to indicate how that is done, or rather the errors that have 
been made in the past. 

If you will turn to table C, it indicates the payrolls. These are 
estimates of the Railroad Retirement Board’s Research Department. 
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The estimated payroll for 1940 was $2,000,000,000. When they made 
a new estimate in 1944 it was raised to $2,500,000,000. 

1947 is the first one that we have almost across the page. The 1947 
estimate made in 1947 was $4,136,000,000 while the actual was 
$4,744,000,000, a difference of $600,000,000 in the same year that 
the estimate was made. 

Then you will find that that figure goes down until in 1960 we find 
an estimate of $3,341,000,000, but im 1948 the 1947 estimate was over 
$1 billion under actual, in 1949 it was $600 million under actual, and 
in 1950 it was over $700 million less than actual. So, all the way 
through the estimates that we have received on payrolls and taxes 
have been very low, much lower than actually transpired. 

Now table D indicates the same information for taxes. That 
follows payrolls quite closely so there is no need to go into that. 

Table De indicates disbursements and table F indicates reserves. 

Now in 1940 they estimated that the reserve in 1944 would be only 
$20 million and it would be completely wiped out in 1945. Now that 
is an estimate of 5 vears. Instead, with no increase in the tax rate 
except those contemplated in the original act, we find in 1945, instead 
of being broke, we have $646 million in the fund. 

If you follow the reserves, you will find that as late as 1947 the 
estimate of the reserves, and that was after the tax increase, is 
$1,591,000,000 in 1950. 

Now I want to call your attention next to table J. I might say 
that tables G, H, and I are the tables on which the original four-page 
tabulation was made. 

Table D-3, again prepared by the Office of the Director of Research 
of the Railroad Retirement Board, deals with disbursements. In 1947 
you will note that the estimated disbursements were $253 million and 
the actual were $207 million. Now note the heading on the table, 
“Actual experience of the Railroad Retirement System compared with 
1947 estimates based on the third valuation.”” The estimate of the 
disbursements in that year was 23 percent over the actual disburse- 
ments. In 1948 they were 13 percent over the actual disbursements. 
In 1949, again 13 percent over the actual disbursements, and in 1950 
they were 12 percent over the actual disbursements. 

It is our contention that based on those estimates it is reasonable 
to suppose that their estimates of disbursements are approximately 
10 percent high, and when we say they are 10 percent high the figures 
show that that is a moderate statement. 

They tell us that the total cost of our plan, H. R. 3669, would be 
15.34 percent; 1.22 percent is accounted for or is taken care of by the 
interest on the reserve fund that we now have on hand, which would 
leave the balance of the cost at 14.12 percent. Let us take the total 
cost of our plan, 15.34 percent, which indicates the disbursements, and 
deduct 10 percent, or 1.534, from that figure, because their estimate of 
disbursements has consistently been high. That leaves us with a cost 
of 13.806 percent. Then we deduct the 3 percent interest on the re- 
serve fund of $2,300,000,000, which, as is indicated by their statement, 
was on hand on December 31; 1.366 is taken care of by the interest, 
which leaves the net cost of our plan 12.44 percent as compared with 
the tax rate beginning next year of 12.5 percent. In other words, we 
are within the range if we just take into account that overestimate of 
disbursements. 
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That is one of the reasons why we say this 14.12 percent estimate of 
the cost is high and, based on our past experience with those estimates, 
it has been proven that all of them are high. We say that our system, 
our proposal, is within the present tax range. 

We are not dependent entirely on that feature of it. We pointed 
out to you that the Board is using a figure of $5.2 billion estimate of 
payroll which they admit in their statement is a conservative estimate. 
If the payroll is higher than that, it affords another margin of safety. 

Then there is another factor that you paiiianens should consider 
and that is that in the table that was submitted you will find a gradual 
increase in the disbursements and we expect that there is going to be 
an increase in disbursements as the system becomes mature; but this 
fact remains, that from approximately 1931 to 1940 there were prac- 
tically no new entrants into the railroad industry. That would mean 
30 years from now when those people would normally retire and for a 
period of some 8 or 10 years there should be a considerable drop in the 
disbursements because there will not be the number of people to retire 
during that period. Now we do not find any allowance in this table 
for those individuals, the fact that those disbursements will not be re- 

uired of the system during that time. There is another safety factor. 

he safety factors are there, in our opinion, so that the 14.12 percent 
estimate of the Board today will be taken care of, and adequately 
taken care of, by the present tax rate of 12.5 percent. 

I submitted to you on the first day of my testimony a table that the 
Retirement Board had prepared in which they show that in 1975 on 
the basis of their estimates, and a 15.34 percent estimate was used, of 
course, we would still have $4,699,000,000 left in the fund. That is, 


25 vears from now the amount in the fund will have doubled. 
We have said to you during that period of time if anything does take 
place that requires a change, we will have ample —— v to make 
1 


that change before the system is in any danger whatsoever. With a 
system having $2,000,000,000 in the fund now that builds up to over 
$4,000,000 ,000 by 1975, according to their estimates which are most 
conservative on the income and in our opinion much exaggerated on 
the disbursements, we do not feel that our program can in any way 
affect the financial soundness of the system. 

If you use the 10 percent lesser disbursements as indicated and 
project that in a table to see what would happen to the fund, we find 
a considerably different picture. If you will turn to letter L on the 
statement vou have before you, you will find that the fund will build 
up to $7,806,000,000 in 1990 and ultimately the reserve will be around 
$7,746,000,000 along about the year 2000. 

We do not believe anybody is going to be able to make any accurate 
projections that far in advance, but we do feel that just based on 
practical common sense, what has transpired with respect to this fund 
in the past, it does justify the program that we are advocating at this 
time. 

On table N I have given you some financial data of the system since 
it was started. This shows what your collections have been, interest - 
on investments, the benefit payments, and administrative expenses. 

Some of you may have heard that if the administrative expepses 
were reduced, much larger benefits could be paid. That is not a fact. 
The cost of administering this fund is probably-less than the cost of 
administering any other fund, under government supervision or 
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private supervision, either one, because with total benefit payments of 
over $300,000,000 the administrative expense was under $5,000,000. 
I do not think you can beat it any place. And bear in mind, too, that 
the retirement fund pays the Government for writing all the checks 
which amounts to several hundred thousand a year. So we are paying 
for everything that we get. 

Now the period 1949 to 1950 shows tax collections of $550,000,000, 
interest on investment $62,000,000, a total of $612,000,000, with bene- 
fit payments in that year of $301,000,000. In other words, more went 
to the reserve fund than was paid out in benefits in that year. We feel 
that a considerable amount should be placed in the reserve fund each 
year for the next twenty vears or more in order to take care of the 
obligations when the system reaches maturity. 

At the bottom of that page we show you the taxable compensation 
by calendar years. We thought that a table of that kind might be 
helpful to you because it condenses this information in a very brief 
space. 

Now I want to devote just a little time with respect to the increase 
to $400 per month of taxable and creditable compensation. 

In 1937, when the system was originally adopted, the average 
monthly compensation on the railroads was about $160 a month, and 
the taxable and creditable compensation was $300 a month, the 
maximum, almost 100 pereent more than the average monthly com- 
pensation. Today the average monthly compensation is approxi- 
mately $300 per month. We say that it is very reasonable and most 
moderate to say to these employees who desire increases in their 
benefits, ‘All right, we will increase the taxable compensation and 
the creditable compensation to $400.” I would say that on the basis 
of the information we have received from our people better than 90 
percent of our people favor that increase. It is not any increase in 
the rate, it is an increase in both the taxable and creditable compensa- 
tion. It means that when they retire they are going to receive addi- 
tional benefits for that additional $100 on which they pay taxes. 

Now what does that mean in dollars and cents? It is true as 
they have told you, that it will increase their taxes $6.25 a month or 
$75 a year. Now what does the man get for that additional tax pav- 
ment? Each year’s payment of that additional tax increases his 
annuity $1.40 per month. Now the average railroad employee can 
expect to live 150 months after retirement. So you multiply your 
$1.40 by 150 months and that is $210 that he can reasonably expect 
to receive on the average as a result of that $75 additional tax. In 
addition to that, it will increase the benefits to his survivors. So, 
all in all, it is on the basis of about 3 for 1 of the additional tax he 
pays. In other words, he gets $3 return for every dollar he puts in. 

In the event the man should die before he retires or before he gets 
all of these benefits, the act provides that he will get a refund of all 
the taxes that he has paid in plus an allowance in lieu of interest. 
So he cannot lose one dime of that amount. 

On the few letters that we have received where they, have objected 
to it, when we explained to them the additional benefits they would 
get, in almost every instance they have come back and said, ‘“‘ We did 
not understand that. We did not know that would result in an 
increase in our benefits. Now we are in favor of it.’ 
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We have heard some discussion here that this might amount to a 
subsidy and would work adversely to the operating groups because 
more of their men are in the $300 to $400 bracket. Let us look at 
that for just a moment. At the present time between 35 and 40 
percent of the employees represented by the Railway Labor Execu- 
tives Association receive over $300 a month. That means between 
400,000 and 450,000 of these employees whom we represent would 
be affected by this raise in the maximum compensation taxable. 
On the other hand, the number of men represented by the four operat- 
ing groups, according to their testimony, would range from 250,000 
to 300,000. The amount on which that additional tax would be paid 
would probably be about equal between the two groups because it is 
quite probable that they have more employees in the $350 to $400 
bracket than we do and we have many more in the $300 to $350 
bracket. But we are not trying to tax them and not tax our 
own people. There is no attempt to discriminate and is in fact no 
discrimination here whatsoever. 

I want to point out, too, that when the law was first enacted only 
} percent per annum was allowed in retirement annuities for the com- 
pensation over $150. Our proposal allows a rate of 1.4 percent per 
annum for all of the compensation above $150 up to $300. 

In the original act only the middle bracket received 145 percent per 
annum in annuities. That was the bracket between $50 and $150. 
Now in our proposal we are bringing the amount in excess of $150 
almost up to the figure that the middle bracket had in the original act. 

So while there may have been some claim of subsidy in the original 
act when we paid 1 percent, by reason of these increases that we are 
proposing here that would be eliminated. Frankly, I am sorry that 
that subject was brought up, but inasmuch as it has been; | think I 
ought to explain one or two other items in connection with it. 

You know that everyone on retirement today is receiving an an- 
nuity that is based more upon prior service than upon service on which 
taxes have been paid. Some people are drawing all of their annuities 
on prior service and none of them are drawing their annuities on serv- 
ice of over 1445 years on which they have paid taxes up to this time. 
Now on the prior service credits the operating groups had a much 
higher average compensation than the nonoperating groups. As a 
result, it increased the average monthly compensation on which no 
taxes were paid and they are receiving those benefits. . 

You also heard testimony that on the disability annuities—and 
this was by the operating group witnesses—that approximately 43 
percent of the annuities drawn by the operating groups were disa- 
bility annuities and about 35 percent of the RLEA group were 
disability annuities. In other words, on the disability feature they 
benefit to the extent of some 8 percent more than our group. Now 
this disability provision costs 3 percent of the payroll. So if there 
ever has been any discrimination, it certainly does not exist at the 
present time. 

Now we get down into the cost to the carriers and we would like 
to examine that very briefly. When the 1937 act was enacted it was 
agreed between the parties that the taxes would be on a 50-50 basis, 
50 percent paid by the employees and 50 percent paid by the carriers. 
In increasing the taxable compensation and the creditable compen- 
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sation to $400, we follow the same procedure. We do not ask the 
carriers to pay more than 50 percent of it. The employees will pay 
50 percent and the carriers will pay 50 percent. So we follow our 
commitment that was made at that time. 

The carriers have said that this will cost them about $40,000,000 
in additional taxes a year. I do not quarrel with those figures, but 
it is also going to cost the employees that amount. 

I want to get back just a moment to this prior service liability that 
we assumed and which was estimated to be about $3 billion when 
the law was enacted in 1937. At the time the law was first enacted, 
the testimony of the carriers was that 90 percent of the employees 
were covered by some sort of pension plan. We contend that there 
was a moral if not a legal obligation on the carriers to continue those 
plans. Assuming that only half that amount is chargeable to them, 
it would mean $1,500,000,000 of that amount was chargeable to them 
which the fund took over. Now 3 percent interest on that amount 
would amount to $45,000,000, and they tell us that their additional 
tax under this provision would be about $40,000,000. So they are 
not being treated unjustly. 

Another thing is that the carriers originally paid taxes on approxi- 
mately 98 percent of payroll. If you will examine Exhibit C that 
Mr. Fort presented to you the other day, you will find that in 1937 
the percentage of taxable payroll was 98.4 percent. In 1945 it was 
95.8 percent of the payroll. For 1951 it drops down to 84 percent of 
the payroll. The addition of this tax would merely restore the rela- 
tionship to where it was before and make it approximately 95 per- 
cent of the payroll, which will be less than it was during the first 7 
years of the operation of the Act. 

Another thing that has been overlooked, I assume, is that the car- 
riers are not going to pay this $40,000,000. As you know, the cor- 
poration tax is now 47 percent and will go to 52 percent, according 
to legislation now pending. That means that the railroads will charge 
this amount up to operating expense, it will reduce their corporate 
income, and instead of a cost of around $40,000,000 their actual cost 
will be about $20,000,000. 

Now you might well say, “Well, we do not want to deprive the 
Government of those revenues.” All other industries that have pen- 
sion plans, which in some instances are more liberal than this, charge 
that amount up to their operating expenses and do not pay taxes on 
it, and certainly it is not out of line to expect to accord the railroads 
the same consideration, and under the present tax laws they would 
be accorded that consideration. 

So we do not feel that we are doing anything that might adversely 
affect or start any precedent that would be bad for the financial 
condition of the country. 

Now I want to discuss very briefly this 10-year situation. Mr. 
Schoene is going to cover that more fully. I just wanted to point 
out one or two things in that connection, which were in the testi- 
mony of Mr. Shields. He said they had very few of those 10-year 
men, that is, the operating groups, and frankly we do not see, in 
view of that fact, why they should be concerned about it. Most of 
those men, we will agree, are represented by the organizations affil- 
iated with the Railway Labor Executives Association, but we are not 
asking them to forfeit what they have put into the fund. In every 
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case they will receive additional benefits in excess of the taxes thev 
have paid in plus an allowance in lieu of interest, and if they do not 
receive additional benefits in excess of that amount the balance will 
be paid to their designated beneficiaries. 

I want to say, too, that this is an ideal time to make this transfer 
because under the new Social Security Act only 6 quarters of cover- 
age is required at this time to be eligible. So it would mean that in 
our opinion none of the people would suffer as a result of what we 
propose. Mr. Schoene will cover that more fully in his testimony. 

Now if you will turn to the exhibit that you have before you, I 
have shown what annuities or benefits are being paid at the present 
time for average monthly compensation of $50, $100, $150, $200, and 
$300 under "the present Railroad Retirement Act, social-security 
benefits, the proposed annuity under H. R. 3669, the amendments 
proposed by the four operating groups, 16% percent, and the suggested 
25 percent that has been talked about here. I also show what the 
employee and spouse both 65 or over will receive under social-security 
benefits and under our proposed bill, H. R. 3669. 

You will note for the 10-year man the suggested 25 percent for the 
employee only from an average wage of $100 a month up would be 
under your present social-security benefits. When you include 
social-security benefits for the emplovee and spouse vou find the same 
condition prevailing. Is it not until you get up to 25 vears of service 
that the annuity for the employee and spouse is equaled by a suggested 
25 Soa for the employee only. 

n the other hand, you will find that our proposal does provide for 
benefits in all cases equal to social security and in most cases in excess 
of social security, and we feel that is justified because of the additional 
tax which railroad emplovees pay. 

Now if you will turn to table P, vou will find the table there with 
respect to monthly survivor benefits under the present Railroad 
Retirement Act and under the amended Social Security Act. 

The first group is the widow only, the next is the widow and one 
child, and the third is the widow and two children. You will note 
that with 10 vears of taxable service the present railroad retirement 
annuities for the widow only are all below social security. It ranges 
from $2 for the $50 compensation up to $21 for the $300 compensation. 
You will note that the 25-pereent increase would leave these employees 
with the exception of the $50 people below social-security benefits. 
The same is true of the widow and one child and the same is true of the 
widow and two children. 

When you get to 15 years’ taxable service, you find the same situa- 
tion, and that is all the vears of taxable service that we have at the 
present time in the railroad industrv. You will find a 15-percent 
increase falls considerably below social security and the 25 percent 
increase falls below social security. 

The only bill before you that increases survivor benefits above social 
security is our bill, H. R. 3669, and that proposes to retain the better 
benefits which we previously had before social security was amended 
recently. In other words, our benefits averaged better than 25 percent 
above social security before the recent amendments to the Social 
Security Act. We are attempting to restore that 25 percent and while 
it figures more than that in some cases, it is in cases in which we feel 
that a more sufficient annuity is justified. 
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We only show the one item under the $400 average monthly com- 
pensation because H. R. 3669 is the only bill that provides for an in- 
crease of taxable compensation from $300 to $400. 

In his testimony the other day Mr. Fort said that this legislation was 
conceived in star-chamber session and we tried to rush it through. | 
do not like a statement of that kind. The 12 points in our program 
were given to Mr. Fort more than a month in advance of the intro- 
duction of the bill, April 12 in the House, and April 15, I believe it 
was, in the Senate. We gave him a completed copy of the bill several! 
weeks in advance and many weeks in advance of these hearings. 
Before any hearings were held, the staff members of the Railroad Re- 
tirement Board discussed these matters with Mr. Fort and his railroad 
committee. We arranged a conference with Mr. Fort, or a con- 
ference | probably should say was mutually arranged, and we 
discussed it with them weeks in advance of any of these hearings. 

So they knew just exactly what was in the bill and it was not any 
surprise to them at all. It was not conceived in star-chamber session 
and we have not tried to rush it through because we have said to you 
continually we will be glad to explain any portions of the bill on which 
you would like to have any information. 

Now Mr. Fort also made the statement that no one supported our 
bill except the proponents. Let me call your attention to the fact 
that our bill is supported by the majority members of the Railroad 
Retirement Board, people who should know what this is all about 
because they are charged with administering it and know what goes 
on over there. They are supporting it. It is being supported by 
organizations representing approximately 75 percent of the railroad 
employees and other emplovees that are covered by the system. 

I want to say here that these organizations represent the majority 
of the express employees, the pullman employees, and these other 
groups whose employees are covered by the railroad retirement 
system. Based on the figure of 2 million employees that paid taxes 
in 1949, I would sav that the organizations supporting this bill 
represent approximately 1,400,000 of those employees. 

What action has been taken officially in the few months that have 
elapsed since we announced what our program was going to be and 
prepared our bill? Our 12-point program was announced before the 
convention of the railway employees department of the American 
Federation of Labor. That group represents over 400,000 employees in 
the railroad, pullman, and express industries covered by railroad 
retirement. That convention unanimously voted to support this 
proposal. 

The clerks recently had their convention in San Francisco. Brother 
Harrison is here today and he can tell you more about it if you want 
to know more about it, but that organization represents over 350,900 
employees in these industries and they unanimously supported this 
legislation. 

The general chairmen of the maintenance-of-way employees met in 
Chicago last week. They represent approximately 300,000 employees. 
They went on record unanimously supporting this legislation. 

The firemen and oilers, who are affiliated with the railway employees 
department, have had a convention of their own in Chicago recently. 
They represent some 60,000 employees in the railroad industry. 
They unanimously supported this legislation. 
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The organizations that have not had conventions have the necessary 
authority through previous action to support legislation of this kind. 

Based on the mail that I am receiving, more than 90 percent of the 
employees represented by us support this legislation. Those who do 
not support it object to one provision here or one provision there that 
might adversely affect them. We all have rugged individualists. 

Now, getting back for a moment to what happens out in the field, 
our organization has a legal reserve insurance system. We have 
seven field agents that are out constantly. During the month of 
April and again during the month of May we asked them to discuss 
this retirement plan with these people because in arranging their 
insurance program they necessarily want to know what is going to 
happen to their retirement and what they can count on from that. 
In the month of April 1,022 employees represented by my organi- 
zation were interviewed on three questions. The first question was: 
“Do you prefer a wife’s benefit at age 65 even though it may mean a 
lesser increase in your own annuity?’ The second question was: 
“Do vou prefer an increase in the survivor benefits even though it may 
mean a lesser increase to you?’’ The third question was: “Do you 
favor an increase in the taxable and creditable compensation from 
$300 to $400?” 

On the first question with respect to the wife’s benefit, 901 out of 
the 1,022, or 88.2 percent, said they favored the wife’s benefit even 
though it meant less money for them. On the survivor benefits, 
938 out of the 1,022, or 92 percent, said they favor an increase in the 
survivor benefits even though it meant a lesser increase to them. On 
the increase from $300 to $400, 64 percent received over $300 and, 
of those, 98 percent favored the increase from $300 to $400 when they 
knew it would mean an additional annuity to them. 

Now I do not say that that is a cross section or an example of the 
country as a whole because it is not a large enough sample to say that 
it is, but it is given to you for your information because that is what 
we actually found. 

I do not have the tabulation as vet for May, but my office tells me 
for the first 3 weeks the figures for those who are in favor of these 
things are even higher than they were in April. 

You heard considerable testimony from Mr. Latimer, and Mr. 
Schoene is going to reply to that. I might say that in January 1950— 
and vou will recall that Mr. Latimer also made this statement—-we 
tried to engage the services of Mr. Latimer to survey the system and 
help us in drafting a program. He said that he just did not have the 
time to devote to it. Under those circumstances we developed a pro- 
gram, using other experts and practical common sense, and have 
presented it to vou. We believe that every criticism that Mr. Latimer 
made can be answered to vour satisfaction. Mr. Schoene will cover 
the high lights. 

Mr. Bronson made a statement that he believed our system was 
unsound apd his proposal was sound, even though his proposal con- 
templates a cost of approximately 14 percent while ours contemplates 
a cost of 14.12 percent. However, in claiming his plan is sound he 
allows 1 percent for tolerance and he also says the Board made mis- 
takes of 0.46 percent in estimating their cost. If vou make that 
allowance for tolerance in our plan and sav that the 0.46 percent was 
not given consideration by the Board’s actuaries and should be 
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deducted, you will find the cost of our plan gets down to about 12.6 
or 12.7 percent, too. 

So insofar as solvency or financial soundness is concerned, based on 
the actuarial figures that you have before you, our plan is just as sound 
as theirs and it is sounder in this respect—that is, that we provide 
about $80,000,000 a year additional revenue which is going to meet 
the cost or most of the cost of the improved benefits for the next 1() 
years and will constantly meet a large portion of the increased cost of 
our program. 

We also provide for the transfer of the 10-year men. 

We also provide for this study between the two systems, the railroad 
retirement and the social security, so that both systems will be made 
whole. 

We further have the provision to discontinue duplicate prior service 
on which no tax has been paid. 

Because of those changes and those provisions we can offer a much 
better program and a much more rounded program than has been 
offered by anyone else. In fact, this is the only well-rounded program 
that is before you today. 

Now, in closing I just want to say one word. Mr. Stack, as you will 
recall, testified here and told you what was wrong with our system 
and that the chief executives were not in touch with their members 
and did not know what they wanted, and all this and that. Well,] 
would just like to say this: That the chief executives had better know 
what their members want or they are not going to be on the job very 
long. Mr. Stack is responsible to no one; we are responsible to our 
membegghip for everything we do. 

You Will note in his testimony and that of his research director he 
criticized practically every provision of the present Railroad Retire- 
ment Act, how it failed to meet social security, and yet in their pro- 
posed measures to change it they would deal with less than 10 percent 
of the complaints. 

They say they are opposed to our bill. Why? Because our bill 
will correct about 90 percent of the complaints against the present 
Railroad Retirement Act and Mr. Stack would go out. of business 
because his association was formed and receives its contributions on 
its criticism of the present act and on the promise that ‘‘we are going 
to change all of these things.’”” And after they are changed, why 
would railroaders pay the dollar per year for membership? They 
won t. 

I could discuss that at length but I have devoted 2 minutes to it 
now and that is more than I should. 

As I said before, Mr. Schoene is going to discuss some of these 
issues with you. I repeat, we have a well-balanced program. It is 
financially sound. It is workable. It is what the majority of the 
railroad employees want. It is not going to hurt anybody. We cer- 
tainly urge you to adopt this bill and report it favorably to the House. 

Now | want to thank you for the kindness and courtesy you have 
shown me and for the attention you have given me. If there are any 
questions you would like to ask me on anything, I shall be glad to try 
to answer them. 

Mr. Beckwortu. Mr. Leighty, what was the real source of the 
$400 provision? Where did that originate? 
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Mr. Lercutry. The $400 provision has originated, insofar as we 
were concerned, Congressman, from a request from our employees 
wanting to know why it should not be raised so they could get higher 
benefits. That is where it originated. 

Mr. Beckworru. Has there been any considerable dissension at 
any juncture concerning the $400 provision as it moved along, as it 
was being considered? Has there been any considerable dissention 
at any time? 

Mr. Leicury. No; there has been none. As I said before, the mail 
I received is about 90 percent favorable on it, and of the 10 percent 
who were opposed to it, when it was explained to them they would get 
additional benefits, the majority of them came back and said they 
were in favor of it. 

Mr. Beckwortu. Now if I understood you correctly, you stated 
about 1,400,000 railroad employees who worked last year would be 
in favor of this bill? 

Mr. Leteury. On this page A it shows, in 1949, 2,090,432 employees 
covered ‘by the Railroad Retirement Act paid taxes into the fund and 
received compensation that was taxable. 

Mr. Beckwortn. You indicate about 1,400,000 of that number, as 
I understand it, would be in favor of this bill? 

Mr. Leicurty. I say the organizations that are members of the 
RLEA represent about 1,400,000 of those employees. I would say 
about 90 percent of them are in favor of this bill in its entirety. 

Mr. Beckwortnu. My question is, What percentage of that 1,400,000 
would be unfavorably affected by the terms of this bill, generally 
speaking? 

Mr. Leicury. I would say that not over 5 percent would be unfavor- 
ably affected. You appreciate, Congressman, that when something 
hurts a man he is much more prone to write in than a man who likes it. 
So the fact that only 10 percent of the letters that we have received 
are critical of some individual section of the bill which would per- 
sonally affect them indicates to us that at least 90 percent of them 
favor the bill. 

Mr. Beckwortu. Now with reference to the remainder between 
the 1,400,000 and the total number of railroad employees over-all, 
what percentage of those would be unfavorably affected? 

Mr. Leicury. I would hate to say, because we do not represent 
those people and we have made no attempt to make a survey, but 
based on personal observation and based on letters that I have 
received from those who are not represented by us—of course I might 
not receive the unfavorable criticism—but based on my personal 
information on it I would say that a majority of them favor this bill. 
However, that is a personal observation. But not over 5 percent 
would be unfavorably affected by our proposal. 

Mr. Becxwortn. I have one other question, and that is my last 
question, Mr. Chairman. There has been a great issue as to whether or 
not this bill is sound, whether or not it will keep the fund in a sound 
condition. On what do you personally rely in the main to come to the 
conclusion that this bill will not jeopardize the soundness of the fund? 

Mr. Lercury. On a practical consideration of the income which are 
the taxes and interest and the disbursements, because with this 
$80,000,000 additional ‘taxes, even with these increased benefits we 
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are still going to pile up around $300,000,000 a year for several more 
years, and that amount will gradually drop down until along about 
1990 we will level off on an even keel. That is based on studies that 
we have made and I have made personally with respect to the income 
and outgo of the system. 

Mr. Beckwortu. Now you feel you are sustained in what you have 
said by expert judgment, do you not? I am not talking about your 
own judgment but the judgment of others who are regarded as experts 
in this kind of thing. 

Mr. Leigury. Now it all depends on whom you consider experts. 
If you consider actuaries, if vou will take any actuarial computation 
and follow it through you will find it is always on a very conservative 
side. I am utilizing the knowledge that I have of actuarial figures. 
As I said before, we have a legal reserve life insurance system in our 
organization and [ deal with actuaries quite frequently and I know 
what their estimates are and how conservative they are and how 
they actually turn out to be in actual practice. 

Mr. Beckworrn. Mr. Leighty, how many vears have you been 
dealing with actuaries? 

Mr. Lercury. For the last 15 vears. 

Mr. Beckworru. That is all, thank you. 

Mr. Douuiver. Mr. Leighty, there is one point on which I think 
Mr. Fort disagrees, and that is as to the amount that will be con- 
tributed by the railroads themselves to this additional tax. I think 
you said $20,000,000. 

Mr. Leicury. I stated Mr. Fort said it would be $40,000,000 and 
the employees would contribute $40,000,000. That would be a total 
of $80,000,000. But I pointed out the actual cost of the railroads 
would only be about $20,000,000. 

Mr. Do.tutver. About $20,000,000? 

Mr. Lerenry. About $20,000,000. 

Mr. Douuiver. Will vou amplify that? 

Mr. Leraury. Yes, because the income of the railroad companies 
would be reduced by that amount. That is their objection to it. 
They pay a tax on their income, a corporation tax of approximately 
47 percent which I understand goes to 52 percent. If vou deduct 
that amount from their income that they pay this 50 percent tax on, 
it means that the net cost to them is going to be about $20,000,000. 

Mr. Douuiver. In other words, this item would be deductible 
from their corporate income tax? 

Mr. LerGury. Yes, sir. 

Mr. Dotuiver. So the net cost would be half of what Mr. Fort 
suggests? 

Mr. Lerenty. That is right. 

Mr. Doutuiver. Now of course it is obvious that most of the 
emplovees at least will get a definite benefit for this additional tax 
they have put in? 

Mr. Leiegury. That is right. 

Mr. Douuiver. Do you conceive that the railroads get no benefit 
from it or what is your attitude in that respect? Do the railroads 
get any benefits out of this $20,000,000 additional they will have 
to pay? 

Mr. Leteury. I think it all goes back to the very fundamentals of 
a pension system. The railroads certainly get a benefit as a result 
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of their tax payment for a system of this kind because it has a tendency 
to keep experienced employees in the railroad industry. 

Mr. Douutver. That is an indirect benefit, of course. 

Mr. Leicury. Well, it is the same benefit that anyone gets that 
pays taxes, Mr. Dolliver, whether it is the railroad company or any 
other industry. 

Mr. Douutver. The only thing I am pointing out, and I think 
perhaps you will agree with this, is that railroads do get an indirect 
but not a direct benefit the same way as the employees get. 

Mr. Leicury. In some of their supplemental plans they will re- 
ceive some benefits but I am not well enough acquainted with those 
plans to say just what they would be, but they would get some direct 
benefits that way and the indirect benefit, as I have mentioned. 

Mr. Do.tuiver. The fact is you will concede that the railroads will 
have an additional $20,000,000 to pay? 

Mr. Lereury. That is right; that is my opinion. 

Mr. Douuiver. That is all. Thank you. 

Mr. Harris. Mr. Leighty, what did you mean a moment ago 
when you said an employee would be adversely affected? In what 
way did you mean an employee would be adversely affected by 
your proposal? You said probably 5 percent would be adversely 
affected. 

Mr. Leicury. If you take your 10-year man, for example, that 
we are talking about, he might already be entitled to a social-security 
benefit and be entitled also to a railroad-retirement benefit under the 
present act, and by a combination of the two he might get a lesser 
amount under this proposal than he would otherwise receive. 

The same thing might be true of a man who has prior service and 
who also qualified under social security for a benefit because we say 
that you cannot use prior service with the railroads if you are eligible 
for social-security benefits because social security is weighted in such 
a way that it, too, gives credit for prior service without any tax pay- 
nrents. 

Mr. Harris. Do I understand, then, that a person who can qualify 
for social security after reaching age 65, and has had as much as 10 
years’ creditable service in railroad industry, can draw both the old- 
age subsistence allowance and railroad retirement? 

Mr. Leieury. If he has the proper qualifications, Mr. Harris, 
that is right. 

Mr. Harris. I mean by that, if a man under social security can 
qualify, has had the required quarters to qualify, and reaches the age 
65, and then has had 10 years’ prior service, even prior to 1937, for 
which he would be given credit, then as I understand under the present 
procedure he would draw retirement from the railroad retirement 
system and the old-age subsistence from the social-security program. 

Mr. Leieuty. That would be possible, ves. 

Mr. Harris. You say that there is probably 5 percent of the rail- 
road employees that might be so affected? 

Mr. Letenry. That is true. Now in taking this into consideration 
you must consider the various phases of our program. In the first 
place, We are proposing an increase of about 14 percent in annuities. 

Mr. Harris. I know that. 

Mr. Lercury. And 15 percent in pensions, and then this wife’s 
benefit. Im many instances these proposed increases would more 


85691—5 1——-33 





508 RAILROAD RETIREMENT AMENDMENTS 


than offset any loss he might, sustain. I doubt very much that i: 
would amount to as much as 5 percent. I- think I am being very 
liberal in saying 5 percent. 

Mr. Harris. The next question I wanted to ask you about was 
leading up to this which you have just discussed: the 10-year em- 
ployee. Under your proposal let us see what will happen to a 10- 
year employee. Beginning at the time this bill you propose would |) 
approved, the 10-year employees or those with less than 10 years, as | 
understand it, in the future would not participate in railroad retirement 
but would be transferred to social security altogether. 

Mr. Lerautry. That is correct. 

Mr. Harris. How many such employees would be so affected, in 
your opinion? 

Mr. Letenry. Mr. Schoene is going to give quite a few details on 
that, Mr. Harris. I will say that there are over 4 million employees 
on the inactive rolls of the Railroad Retirement Board with less than 
1 vear’s service that do have a slight claim on the railroad retirement 
fund. Now the maximum annuity that any one of those men could 
draw under our present plan—not under our amendments, but under 
our present plan—would be a maximum of $4.80 a month, but in most 
instances the amount they would draw would be less than $2 a month. 
That accounts for 4 million out of under 5 million, or over 80 percent 
of the individuals having less than 10 years’ service. 

Mr. Harris. I have forgotten just what the testimony was now, 
but there was testimony to the effect that there were some 8 million 
employees who had some claim on railroad retirement and approxi- 
mately 5 million would come within this 10-year provision. 

Mr. Leicgury. More than 5 million would come under the 10-year 
provision because I was just speaking of those in inactive service. 
These are men who probably will never again come back in the rail- 
road industry. A few of them may, but most of them probably will 
not. They have from 1 month up to 11 months’ service and they are 
shown with no years of service. There are over 4 million in that 
group alone. 

Mr. Harazis. If a man has only 1 vear of service now, when he 
reaches the age of 65 he could qualify under railroad retirement? 

Mr. Leiaury. That is right. 

Mr. Harris. Whether it was a month or 30 years in which he par- 
ticipated? 

Mr. Leicury. The only thing is that if it amounts to less than a 
certain amount, they can pay it to him in a lump sum, and that is 
done in some instances because in some instances a man would only 
be entitled to a few cents a month, and they would pay that to him in 
alumpsum. That is provided for under present law. 

Mr. Harris. Let us follow ‘a man who has had, say, 8 years of 
service in railroad employment. If and when this bill that you pro- 
pose is adopted, then of course he is transferred to social security, he 
will be given credit for the 8 years that he has had service in railroad 
industry. 

Mr. Leriegnry. Mr. Harris, you understand, of course, that this 
transfer is not made until the man either dies or retires at age 65. 

Mr. Harris. I appreciate that. 

Mr. Leicuty. Now that man may come back with 8 years’ service, 
may come back in and work the additional 2 or 3 years necessary to 
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qualify. None of these men or very few of these men are forced out 
of the railroad industry. It is just a matter of choice with them. 
They decide to go some place else rather than stay with the railroad 
industry 

Mr. Harris. I appreciate that and I think it is real Americanism 
that a man has that choice. 

Mr. Leiaury. That is right. 

Mr. Harris. But in order to see how this works with social security, 
I just wanted to follow this man who had 8 yeers, who got out and 
never came back. He worked under social security, that is, he had 
1% percent taken out of his wages a sufficient number of quarters in 
addition to the 8 years that would permit him to qualify for retirement 
when he reaches age 65. Then what would be the amount received 
under social security based on $300 a month average? 

Mr. Lercury. Well, if he had $300-a-month average, Mr. Harris, 
he would not receive any additional amount, but if he had 8 vears in 
that period under railroad retirement he could hardly have that 
average because all elapsed time is included under soc ‘ial security in 
computing averages and he is limited to $3,600 a year for each year 
in service covered by social security. So in that 8-vear period he 
would not have the $3,600-a-vear average. 

Mr. Harris. If he had the $300 maximum under the 8 years of 
railroad retirement and then went into social security, he would have 
$300 a month average? 

Mr. Leigury. He would have only that $300 average if he was per- 
mitted to take the 8 vears over into social security. Suppose a man 
works under social security for 10 vears at $3,600 a vear and then works 
for the railroad for 8 years at $300 a month. His average monthly 
compensation would only be about $175 under social security because 
they divide by the elapsed months. But by transferring over he 
would get his average of $300. ‘That is one of the benefits that is 
included in this transfer. 

Another benefit is this: If a man does not have enough quarters of 
coverage in a certain percentage of the cases this additional railroad 
service and compensation will permit him to qualify under social 
security where he cannot now qualify and as a result loses everything 
he has paid into social security. 

Mr. Harris. I do not want to delay the discussion but I still do not 
understand it when your table here indicates all the way down the 
line, 10 vears, 15 years, 20 vears, and so forth, under social-security 
benefits, for $300 he would get $120. 

Mr. Leicury. Those are the average monthly compensations com- 
puted as provided by the various acts. Under the Railroad Retire- 
ment Act if vou are off an entire month that month is not counted in 
that devisor in determining vour average monthly compensation. 
Under social security it is. So if you get $300 a month and are off 2 
months in that vear, your average for that year under social security 
would only be $250. Under railroad retirement you would get 10 
months’ credit at $300 a menth. 

Mr. Harris. That would be counted a full year in railroad employ- 
ment? ; 

Mr. Leigury. That would be counted 10 months. The point 
Ll was making is that the man would not be very liable to have the 
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$3,600 average under social security because of this 8 years of railroad 
employment. 

Mr. Harris. Let us say $200 a month, then, so we can get it to 
where the man retires, and let us see what happens to him. 

Mr. Leienry. The additional railroad service would undoubtedly 
raise his average monthly compensation under the social security 
plan and would increase his annuity. If that increase in his annuity 
that he receives does not total more than the taxes he has paid in 
plus the allowance for his interest, his beneficiaries would receive 
the balance of that amount. 

Mr. Harris. The point that I want cleared up is, will a man have to 
qualify under social security with the number of quarters that he has 
not had railroad service the same as if he had had railroad service? 

Mr. Lercury. If the man has had only railroad service, he must 
qualify and have the same number of quarters of coverage that are 
required under social security. 

Mr. Harris. Not counting the railroad service? 

Mr. Lercury. No; you count your railroad service. 

Mr. Harris. As quarters? 

Mr. Leraury. As quarters of coverage, yes. For example, let us 
assume that a man has a 20-vear span and he has worked 6 years under 
social security and 6 years under railroad retirement; he would not 
be eligible for social-security benefits, but by adding his 6 vears of 
railroad service to 6 years of social-security service he would have 
12 years of coverage. That is more than 40 quarters of coverage. 
Forty quarters is 10 years. So, he would be eligible then for social- 
security benefits. That is why I say that our transfer would qualify 
people that could not otherwise qualify. 

Mr. Harris. That is exactly the information I wanted. Now, 
I have just one other thing, briefly. I have asked this question 
before. The information may not be available. How many employees 
in railroad employment in 1950 had more than $300 per month aver- 
age? 

Mr. Leicury. I could not give it to you for 1950. The figures 
indicate that about 12 percent of the compensation paid was above 
$300. 

Mr. Harris. 12 percent? 

Mr. Leicury. They did not pay a tax on 12 percent of the com- 
pensation paid, but that does not give you much enlightenment on 
that. We must remember that in 1951 there has been an 18})-cents- 
an-hour increase in the railroad industry, and because of that I 
would say that probably 700,000 railroad employees now receive 
compensation in excess of $300 a month. 

Mr. Harris. That is all. Thank you. 

Mr. O’Hara. Mr. Leighty, it is true that under the present law 
the employee is eligible for railroad retirement if he has paid for in 
5 vears and has become disabled before reaching 65 years of age? 

Mr. Leicury. A 5-year man must be 60 vears of age before the 
disability provision applies to him, and it must be total disability. 
Other than that, it is 10 years of service for the disability provision. 

Mr. O’Hara. This bill does remove those within the zone between 
5 and 10 years from the benefits of railroad retirement? 

Mr. Leicury. That is right. 
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Mr. O'Hara. Now, am I correct in my memory that when we had 
the Crosser bill here in 1946 and 1947, when the disability benefits 
were added and the survivor benefits were added, that your organiza- 
tion took the position that the railroad employees were overwhelm- 
ingly in favor of that increase in taxes for those added benefits? Am 
I correct in that, Mr. Leighty? 

Mr. Leicury. That is right. 

Mr. O’Hara. What has happened since that increase in taxes to 
the employee has gone into effect? Have you heard a great many 
complaints about it from the employees themselves as to that increase? 

Mr. Leicury. I have not had very much complaint on it, Congress- 
man. I would say that, insofar as my group is concerned, we have not 
had complaints from as many as 5 percent. 

Mr. O’Hara. Mine run about 98 percent. 

Mr. Leicury. As I said before, a man who has a complaint will 
write. 

Mr. O'Hara. Most of those were boys on the railroads that I 
happened to run into and got to talking to them. I mean, in various 
phases of railroad operation. Most of them, to me at least, complained 
over the increase in their taxes. 

Mr. Leicury. | could talk to those same people and point out the 
benefits to them, and they would tell me it was a good thing, Congress- 
man. It all depends on who is talking to them. 

Mr. O’Hara. That may be. I wanted to ask you a question as to 
your estimate of the increased cost of survivor benefits and disability 
venefits. On what have you based your estimates, Mr. Leightv? 
At least, I envisage a practical doubling under the survivor benefits 
of some of these costs. 

Mr. Leicury. When it is broken down in the table, Congressman, 
the present cost of widow’s benefits at age 65 is 1.50 percent of the 
payroll. 

Mr. O'Hara. How many employees 60 or 65 years of age are 
married? 

Mr. Lercuty. When an employee reaches the age of 65 we find 
that about 77 percent of them are married. 

Mr. O'Hara. Now, in the mortality tables, is it not true that a 
woman at 65 will live longer than a man 65? 

Mr. Leieury. That is correct. 

Mr. O’Hara. Do you remember what that is? 

Mr. Letaury. It is a little over a vear. 

Mr. O’Hara. That increases with age; does it not? The life 
expectancy of a man of 70 years of age is considerably less than a 
woman at 70 years of age? 

Mr. Leicury. That is right. 

Mr. O’Hara. Of course, the difference in the estimates made by 
the Railroad Retirement Board as they looked ahead in the future 
was understandable in that no one expected the high employment—I 
do not suppose you did—the increase in railroad amployment, and 
the increase in wages. Is that true? 

Mr. Leienry. Frankly, [ anticipated that we would have an 
increase in wages. I believe that insofar as employment is concerned 
the railroad employment is not going to decrease greatly during the 
present situation that we are in. It may remain more or less static; 
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but, you know, based on the dynamic economy of our country we 
could expect to go on a 30-hour week in the next 10 years in most 
industries, including the railroad industry, if it were not for the 
present emergency 

Mr. O’Hara. But your figures are based on continuing employment 
at least for the present, and a continuation of a wage scale at least as 
of the present time; or ‘do you anticipate a reduction? 

Mr. Lereury. | anticipate a reduction. I have been very con- 
servative, because the total taxable payroll on $400 for this year 
would be $6 billion, and the figures that I have used are based on an 
anticipated average payroll of $5.2 billion. So, I have been conser- 
vative in that respect, Congressman. 

Mr. O’Hara. What I was getting at is that in your estimates they 
are all dependent upon several things: employment, the wages paid, 
the question of whether the estimates of cost are accurate or not. Is 
that not true? I mean any actuary would be up against the same 
thing. 

Mr. Leicury. I made my judgment and our committee made its 
judgment after knowing what the actuarial figures were and most of 
the assumptions that were used. 

Mr. O’Hara. Now, I would like to have you state what your 
assumption is as to the growth of the fund. First, on what wages 
are your figures based at the present time? 

Mr. Leicury. The 1951 wages would be about $6 billion. My 
figures are based on an average of $5.2 billion. 

Mr. O’Hara. As of what vear? 

Mr. Leicury. Going into the year 2000, an average over that 
period. 

Mr. O’Hara. What basis of employment? 

Mr. Letcury. The basis of employment could be considerably less 
than it is now. On that basis the basis of employment could be 10 or 
15 percent under what it is now. Bear in mind this, Congressman, 
I can visualize a shorter workweek on the railroads and in other indus- 
tries which would increase the number of employees. I can visualize 
an increase in the taxable and creditable compensation up to $500. 
In view of those facts, you could justify a $6 billion average payroll 
for that period. When you think of what happened from 1914 to 
1951 and take out from that consideration the effect that two world 
wars have had on us, we still have made a lot of progress. The real 
progress we have made has been considerable, not occasioned by war. 

Mr. O’Hara. You will admit that we are in a war condition now? 

Mr. Letentry. That is right. 

Mr. Hare. Did I understand you correctly when you said that 
Mr. Stack was responsible to no one? 

Mr. Lerenty. That is right. 

Mr. Hate. What do you mean by that? 

Mr. Leienry. Do you know the system under which they operate? 

Mr. Hate. That is what I am inquiring about, Mr. Leighty. 

Mr. Leiegnry. They sign up so-called members at a dollar a year, 
and they will go into a shop and say: ‘“‘Now, you pay us a dollar i 
vear and join our forum, and we will get all these things fixed for you.’ 
Some of these railroad employees say: “I do not have much to lose. 
I will just take a chance on it.””, What can they do to him if he does 
not deliver? 
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Mr. Hare. What is his official position? 

Mr. Leigury. I think he said on his statement what his official 
position is. He is president of the National Pension Forum, or some- 
thing of that kind. I do not recall what it is. 

I have letters here from organized retired groups supporting this 
legislation. I do not want to burden the record by putting them in, 
but I have any number of letters here from them. 

Mr. Have. I have his statement here. Do you mean that you 
challenge the fact he is a duly elected president? 

Mr. Lerenry. No; I do not challenge that fact. I do not know 
anything about their election laws. If he savs he is the president, 
well and good, but what are the bylaws? What responsibility does 
he have to the membership? What constitutes the membership? 
What are the duties and responsibilities? 

Mr. Hate. Do you think that the National Railroad Pension 
Forum, Ine., is a negligible organization? Is that what you mean? 

Mr. Leieury. I would hate to express my opinion of the forum, 
Mr. Hale. 

The Cuarrman. That is all, Mr. Leighty. Thank you very much. 

Mr. Leieury. Thank you, gentlemen. 

For the record, I think I might make just a short statement. The 
question has been asked as to what efforts have been made between 
the operating groups and the RLEA to get together on a bill. I 
would like to clear that up. 

Mr. Schoene and | were designated by our committee to meet with 
them and attempt to work out an agreement. We had a several-hour 
conference with three of the four chiefs participating. We thought 
at that. time we had made considerable progress. We later had a 
several-hour conference with the other chief that was not present at 
the first conference, and we were of the opinion that we were making 
some progress. We then were informed that a committee had been 
established to meet with us with authority to work this out. We 
met with that committee and thought we had some progress. Then 
we were informed that the committee had turned the matter back to 
the chief executives of the four operating groups and they would 
handle it further. 

Now, Mr. Schoene and I participated in those conferences and 
were with them for several hours and discussed their original pro- 
posal and our bill. I was out of the city for a few days, and Mr. 
Schoene met with the four operating groups; and they informed him 
at that time that they intended to go ahead with this 25-percent 
bill which has since been amended, as Mr. O’Brien has indicated 
to you. 

I wanted to make that statement to clear up any misunderstanding 
that there may be that we have not had meetings in an attempt to 
get together. We feel that we have a well-rounded program that 
will take care of the needs of the retired railroad employees and the 
active railroad employees, and we do not believe that any percentage 
increase such as is proposed for the one group is going to meet the 
situation in any way. For that reason we cannot go along with it. 

Mr. O’Hara. Do I understand from that last statement that the 
four operating groups are not in agreement upon your bill and you 
are not in agreement with their bill? 
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Mr. Leteury. That is right. The inference has been made occa- 
sionally that we had made no effort to get together, and I wanted 
to clear that up. There was a comment in one of these statements 
that was prepared that we had not discussed some of these matters, 
but we have discussed them with both the four operating groups and 
the railroads. I was present at practically all of those discussions. 
So, I know what took place. 

Mr. Becxwortu. May I ask a question along the line of the dis- 
cussion you have just engaged in with Mr. O’Hara? Do you think 
there would be a chance even yet to get together on what would be a 
satisfactory bill*and would you and your group be willing to discuss 
the matter further in an attempt to do that? 

Mr. Leicury. We have never declined to discuss this problem 
with anyone, Congressman. We have no objection to discussions. 

Now, we desthink that there is need for immediate enactment of 
legislation to meet the conditions that confront these people. We 
are agreeable to any reasonable discussion that anyone may wish to 
have to bring about a settlement, but we do not want it delayed. 

Mr. O’Hara. Might I ask another question? I suppose all I can 
do is ask you what your attitude is. Would there be any desire on 
your part to give and take on your bill as compared to the operating 

rotherhoods’ bill? ; 

Mr. Lercury. If we can be shown that our bill is not a sound bill, 
Congressman, or that changes should be made in our bill, why, we 
most certainly will give it very careful consideration. I cannot speak 
for our entire committee, but I am satisfied that our committee is a 
very reasonable one. 

Mr. O'Hara. What would be your estimate of the attitude of the 
other committee of the operating brotherhoods? 

Mr. Leteury. I will say they are very high-tvpe gentlemen. 

Mr. O’Hara. What I am trying to get at is, Could you all get 
together? 

Mr. Lereury. I might say, Congressman, that Senator Murray had 
vart of our group and part of their group over there in his office, and 
after listening to the discussion he decided we could not get together. 
I do not know what the outcome of those discussions might be. 

The CuarrMan. The committee stands adjourned until tomorrow 
morning at 10 o'clock. 

(Thereupon, at 12:10 p. m., committee recessed, to reconvene at 
10 a. m. Wednesday, June 6, 1951.) 
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WEDNESDAY, JUNE 6, 1951 


House oF REPRESENTATIVES, 
CoMMITTEE ON INTERSTATE AND FoREIGN COMMERCE, 
Washington, D. C. 

The committee met at 10 a. m., pursuant to adjournment, in room 
1334, New House Office Building, Hon. Robert Crosser (chairman) 
presiding. 

The CHatrmMan. The committee will please be in order. 

I will submit for the record a letter from Hon. Thomas B. Curtis, 
representing the Twelfth Missouri District in Congress. 


(The letter referred to is as follows:) 
CoNGRESS OF THE UNITED S?TaATEs, 
Hovsr oF REPRESENTATIVES, 
Washington, D. C., June 4, 1951. 
Re Railroad Retirement Act. 
Hon. Ropert Crosser, 
Chairman, House Interstate and Foreign Commerce Committee, 
House of Representatives, Washington, D. C. 

Dear Mr. Crosser: Recently I have received a considerable number of letters 
and, in addition, a statement in the form of a petition signed by some 630 railroad 
men in the St. Louis area. 

It is my desire that the committee know that this statement has been received 
and to assure the committee members that I am pleased to make it available to 
them for their study. 

The correspondence I have received and the petition mentioned above express 
the opposition of the rank and file of railroad men to the bill H. R. 3669, supported 
by the Railway Labor Executives Association. My correspondence and petitioners 
point out that they, as railroad emplovees, now are subject to very sutstantial 
taxation for the purpose of providing for their retirement, and that the rate of this 
taxation vastly exceeds that levied under the social security system, without pro- 
viding the railroad men with a proportionately larger retirement income. 

H. R. 3669, according to their views, would further increase the disparity be- 
tween the cost of their retirement program and that of the workers in industry 
generally. Further, they point out, with obvious force and justification, that the 
imposition of additional levies during this period of inflation and exceedingly high 
living costs is a matter of grave concern. 

It is my belief that these men who have demonstrated their interest in this 
legislation and have shown the courage to oppose measures supported by their 
union leadership are entitled to have their views carefully considered. Also, I 
point out that these men, all railroad employees, are directly concerned with the 
legislation and have first-hand knowledge of the matters about which they are 
writing. 

May I respectfully request that the committee give full consideration for the 
views expressed by the rank and file of railroad workers. I would be pleased to 
present full information to the committee, at its request. I should also be happy 
to have your comments on the above and to be advised when findings and rec- 
ommendations of the committee are available. 

Sincerely, 
Tuomas B. Curtis. 


The CyHatrMan. The next witness will be Mr. Schoene. 
515 
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STATEMENT OF LESTER P. SCHOENE, REPRESENTING RAILWAY 
LABOR EXECUTIVES ASSOCIATION, WASHINGTON, D. C. 
Resumed 


Mr. Scnorene. Mr. Chairman and members of the committee: A 
number of witnesses have appeared in opposition to the bill, H. R. 
3669, and have raised a variety of issues concerning it. In a good 
many respects there has been duplication between the issues raised by 
various witnesses, and under those circumstances rather than under- 
taking to reply to those issues according to the witnesses who raised 
them, I will undertake to respond by various issues and topics rather 
than in terms of the witness who raised those issues. I will not under- 
take to duplicate the material covered by Mr. Leighty yesterday. 

One of the subject matters on which opponents of the bill have 
spoken here concerns what they have called integration with social 
security, or coordination with social security, or amalgamation with 
social security, or various terms of that sort, and the first topic I want 
to talk about is that particular subject. 

A number of the people who have expressed themselves have stated 
that in substance—this may not be their exact words—that they ap- 
prove of the objectives of integrating or coordinating with social 
security, but they criticize the manner in which the bill allegedly ac- 
complishes that objective. 

The Administrator of the Social Security Administration, the Di- 
rector of the Bureau of the Budget, Mr. Latimer, Mr. Bronson, have 
all expressed thoughts along those lines. 

The position of the carriers and of the four operating organizations 
in those respects has not been entirely clear to me other than that 
apparently they would like to see a very extensive study of that sub- 
ject undertaken with apparently the thought in mind that the pressing 
problems that confront us now should await a far reaching and exten- 
sive study that might terminate at any time in the distant future. 

Now these terms, integration, coordination, and amalgamation, 
with social security are very dangerous terms, because: they mean 
different things to different people. 

You have never heard any of the proponents of the bill refer to it 
as a bill providing for integration or coordination with social security. 
Those are labels that the opponents have hung on it for the purpose 
of implying things about it which are not there. 

This is a bill designed in part to maintain the separate and in- 
dependent existence of the railroad-retirement system. In other 
words, it is a bill to avoid integration or amalgamation and not a bill 
to provide for it. 

In order not to be confused by use of these various terms, let us just 
have clearly in mind the extent to which this bill takes account of the 
existence of the social-security system. 

Of course it takes account of the existence of that system. You 
cannot legislate it in a vacuum. You have got to take account of the 
fact that there is in existence a general social-security system, but that 
is quite a different thing from integration, coordination, amalgamation, 
or any of these terms that the opponents have been using with respect 
to the bill. 

In the first place, so far as the relationship between the railroad- 
retirement system and the social-security system is concerned, regard- 
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ing survivor benefits, this bill makes no change in that relationship 
atall, | 

You will recall that under the present law, railroad employees who 
die when they are connected with the railroad industry get survivor 
protection under the Railroad Retirement Act. If they are not con- 
nected with the industry at the time of death, their survivors are 
protected under the Social Security Act, and in either event, both 
railroad and nonrailroad service is used in computing the benefits. 
That arrangement continues unchanged under the proposals of this 
bill. 

Now next, is the provision proposing a 10-year minimum service 
requirement for qualifying for benefits under the Railroad Retirement 
Act. There is nothing startling about that. Most pension systems 
have some sort of minimum-service requirement and as a matter of 
fact most people assume that the Railroad Retirement Act today has 
such a minimum-service requirement. Very few people realize that if 
you work for a railroad for an hour, you will be entitled, under the 
present law, to an annuity based on an hour’s work when you reach 
age 65. 

It is just assumed that you do have to have some kind of minimum- 
service requirement. But in fact, it does not exist and we have found 
from experience that there should be one. I will deal with the merits 
of that more in detail later. 

All right now, you establish a minimum-service qualification. You 
cannot stop there. The problem then presents itself, what about the 
people who do not meet that qualification? Well, you could give 
them their money back. That would scarcely be fair treatment, 
because they have been buying protection, not accumulating savings. 

What is the rational sensible way to protect those people, other 
than to provide that their railroad-industry service will be credited 
toward their eligibility for and in the determination of the amount of 
benefits under the Social Security Act? And, we so provide. 

That is not integration, amalgamation, or coordination. It is 
simply a method of treating fairly with those who fail to meet the 
10-vear minimum-service qualification and, of course, remember that 
we do continue to guarantee that the additional benefits derived from 
that protection will at least be equal to the taxes they paid, plus an 
allowance for interest. 

Mr. Priest. Mr. Chairman? 

The Cuarrman. Mr. Priest. 

Mr. Prizst. Mr. Schoene, would vou restate that last sentence. 
I did not quite get what vou said? 

Mr. ScoHoensr. Yes. I said, bear in mind that we would continue 
to guarantee, with respect to those individuals who failed to meet the 
10-year minimum-service qualification that the additional benefits 
they would derive from their protection under the Social Security Act 
by reason of their railroad service would be at least equal to the taxes 
they paid, plus an allowance for interest. 

Mr. Priest. Thank vou. 

Mr. Bennett. Mr. Chairman, may I ask a question? 

The CHarrMan. We do not want to start questioning him now. 

Mr. Scuorene. The third respect in which this bill takes account of 
the existence of the Social Security Act is, we have recognized the 
fact that through the weighting of the social-security-benefit formula, 
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in favor of early retirement, they are in effect giving credit for services 
rendered prior to the enactment of the law. The Railroad Retirement 
Act specifically and in express terms gives such credit. The resulting 
situation is that some individuals may receive inordinately high dupli- 
cate benefits for which they paid nothing to either system. 

Now, we undertake to correct that, not by amalgamation or 
coordination or integration, but simply by providing that their 
annuities under the Railroad Retirement Act will be based on sub- 
sequent service only if they are also drawing benefits under the Social 
Security Act; but will not be reduced to any greater extent than the 
benefits they are in fact drawing under the Social Security Act. 

Now, the amendments I have already discussed, just as the present 
survivor-benefit provisions, necessarily will require that there be 
some financial accounting between the two funds. 

Now, that is not a new principle or any integration or amalgamation 
We have to do that with respect to survivor benefits under the present 
law. 

This bill would set up as a standard of equity to be applied in such 
an accounting, a standard based on the proposition that the general 
social-security system should neither profit nor lose by the separate 
existence of the railroad-retirement system. Now, that is not integra- 
tion or coordination, or amalgamation. It is simply the setting up of 
a proposed standard of equity to be applied in making the financial 
accountings between the two systems. 

Finally, the last respect in which this proposed legislation takes 
account of the social-security system, we are proposing to restore— 
and note I say ‘‘restore’’—a minimum-benefit provision which existed 
in the original Railroad Retirement Act of 1937. 

It is that the benefits to be derived under the Railroad Retirement 
Act should in no case be less than the individual would have received 
if his service had been covered by the Social Security Act. 

That is not a new principle. It is a restoration of a principle which 
existed in the original Railroad Retirement Act of 1937. 

I thought it necessary to review in this way the degree and extent to 
which we have taken account of the existence of the social-security 
system, because I think that the use of these slippery terms I have 
described have engendered a good deal of confusion about what this 
bill does and expects to do and have also been used as a premise for 
criticizing the bill as not doing effectively something which it never 
sought to do in the first place. 

Now, of course, it is very easy to attribute a nonexistent purpose to 
a piece of legislation and then demonstrate that it does not carry out 
that purpose very well. So, the answer to that is that that purpose 
does not exist. 

Now, you may say, well, why should not there be integration with 
the social-security system—and I am now speaking of integration in 
the sense in which the Social Security Administration, the Bureau of 
the Budget, Mr. Latimer, Mr. Bronson, have used that term. I do 
not think that it is necessary to explain to the members of this com- 
mittee who have sat on it for many years, why the railroad-retirement 
system exists as a separate and independent system. 

You gentlemen know very well that the problem of the pension 
system in the railroad industry was a problem of the industry long 
before people began to think about a general system of social insurance. 
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In the railroad industry, the railroads began establishing pension 
systems as early as 1884. By the early thirties, according to testi- 
mony of the carrier representatives, when the first railroad-retirement 
legislation was being considered, approximately 90 percent of all rail- 
road employees in the country were covered by some kind of a pension 
system; but those pension systems were breaking down. They were 
not funded. There were no reserves. They were costing the carriers 
more and more money each vear and during a depression period when 
the railroads were rapidly all going into bankruptcy. 

Now, some solution to that problem had to be found not merely 
to bail out the railroads, but also to give to these railroad employees 
who had spent their careers in an industry covered almost universally 
by pension systems, to give them some assurance that the things 
they had been working toward for all these years were going to come 
true. 

Now, by the time that problem was finally solved through the 
enactment of the Railroad Retirement Act of 1937, the Social Security 
Act had been in existence for 2 years. If the use of the Social Security 
Act as a basis, with the railroad retirement system as a supplement, 
had been considered an adequate and satisfactory solution to the 
railroad pension problem, that solution was available at that time. 
Now, the carriers, the employees, the Congress—particularly this 
committee—came to the conclusion that that was not the way to 
solve the railroad pension problem, and, instead, the legislation that 
was enacted set up a separate and independent railroad retirement 
system. 

The reasons for that conclusion are even more valid today than 
they were when they governed the decision of this committee and of 
the Congress as a whole in 1937, because the general social-security 
system as it existed at that time, was more nearly alike, in concept 
to the railroad retirement system, than it is now, today. 

At that time, the social-security system did take account of length 
of service in covered employment; benefits were reasonably propor- 
tionate to the length of service. Today that feature of the social- 
security system has completely disappeared. 

Now, there are other reasons why the social-security system affords 
no adequate basis upon which to build a supplemental railroad retire- 
ment system, although one of the major difficulties is the difficulty 
of trying to superimpose a supplemental system, designed primarily 
to take care of length of service, and to provide for career employees 
upon a system which takes no account whatever of length of service 
in covered employment, but, as I say, there are additional reasons. 

The railroad pension problem could not be solved without giving 
specific and direct recognition to service rendered prior to the time 
the system was set up. That service had been rendered under exist- 
ing pension systems in the expectation that it would lead to the award 
of a pension reasonably proportioned to the length of service devoted 
to that railroad career. 

The Social Security Act did not and does not now take that direct 
proportionate account of prior service. 

And, the difficulty of using one as a supplement to the other is 
made practically impossible as a logical, reasonable, understandable 
system, by the existence of that problem itself. 
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Furthermore, the kind of conception that envisages the social- 
security system as a basic system with a supplemental railroad retire- 
ment system would require dual administration; dual adjudication— 
it would require the employees to master two separate plans, systems, 
in order to know what their total rights are and that is simply an 
unnecessary and an unduly complex imposition on the employees. 

Now, speaking of complexity, think the height of irony is reached 
when the Social Security Administration has the unmitigated gall 
to tell this committee that it is important for employees covered by 
& pension system to understand what their rights are. I agree that 
that is mighty important; but I think it comes with ill grace from the 
Social Security Administration. I will wager that no member of this 
committee has ever read the Social Security Act. I doubt that any 
of you ever will. In fact, if you wanted to read it you could not today 
obtain from the United States Government a copy of the Social 
Security Act as it was amended last September. I have a copy of it. 
I could not get if from the Social Security Administration. I could 
not get it from the Superintendent of Documents or the Government 
Printing Office. I bought if from the Commerce Clearing House; 
paid $2 for it. Here it is. 

Now, is it reasonably conceivable that employees who are covered 
by this legislation can read 116 closely printed pages, full of cross 
references, and unfamiliar expressions and know what their rights are? 

Now, the railroad employees will have none of it. 

I admit that the Railroad Retirement Act is not as simple as we 
would like to see it, because the problems we have to deal with are 
complex; but relative to the Social Security Act, the railroad retire- 
ment system is a simple piece of legislation that a child could under- 
stand—or, perhaps | should say a child who might grow up to under- 
stand the Social Security Act. 

Now, finally—this is perhaps a little less concrete than the things 
I have been talking about, but I think it is a matter of utmost 
importance—the railroad employees want a voice in the development 
and administration of a system that is as important to them as the 
railroad retirement system. I say we want a voice in it. That does 
not mean that we can dominate it or dictate it, because, of course, 
you gentlemen in Congress determine the policies and. provide for 
the legislation and such amendments as may be necessary from time 
to time; but we want the privilege of coming before this committee 
and explaining to you what our problems are, and we want to be 
listened to as people primarily affected by what we are talking about. 

Now, that situation does not exist with respect to the general 
social-security system. Workers outside the railroad industry, of 
course, are interested in the social-security system. They may 
appear at hearings and testify, but it cannot be said with an iota of 
truth that the social-security system, as it exists today, is the product 
of the thinking and the conclusions and desires of the workers affected 
by it. 

“The social-security system has been developed and expounded 
almost wholly by theorists and bureaucrats. Now, when I use those 
terms, I do not use them disrespectfully. 

They are wholly intelligent people and I do not mean to imply 
anything else, but they are still theorists and bureaucrats. They are 
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not the responsible representatives of the workers who are covered by 
that system and who must look to it for their security. 

The railroad employees do not want to be in that position. They 
have never been in that position, and they do not mean to be in that 
position. ‘They mean to remain in a position where the retirement 
system to which they look for their security is handled by C ongress as 
separate legislation in which they have the privilege of appearing and 
explaining their problems and their proposed solutions. 

Let me also point out to you something else that is, to my mind, 
very significant. You have before you some thirty-odd bills, proposing 
the amendment of the railroad retirement system. No Member of 
Congress has yet introduced any bill proposing what the Social 
Security Administrator, the Bureau of the Budget, Mr. Bronson, pro- 
poses. Is not that significant? Does it not indicate that among the 
responsible people who have the responsibility for the promulgation 
and initiation of legislation, that there is no sentiment for that sort of 
thing? 

Many Members of Congress are intensely interested in the problems 
of the railroad retirement system, but not one has proposed that 
particular solution. 

Who are these people who are proposing that kind of an approach 
to the problem | have mentioned in the Social Security Adminis- 
tration? The Social Security Administration in 1937 recognized the 
necessity for the separate existence of the railroad retirement system. 
In fact, before the legislation was enacted, there was an exchange of 
correspondence between the Chairman of the Railroad Retirement 
Board and the then Chairman of the Social Security Board in which 
both the Railroad Retirement Board and the Social Security Board 
recognized the unique character of the problem with respect to the 
railroad industry and they recognized that it warranted the separate 
existence of a railroad retirement system. 

I will have more to say about that correspondence in a later con- 
nection. 

However, over the course of the years, the Social Security Adminis- 
tration became either obsesses with some passion for syminetry or 
some bureaucratic desire to extend its jurisdiction, or something of 
that sort, and began manifesting it at least as early as 1946 when 
we had the so-called Crosser amendments of 1946 under consideration. 
Then the Social Security Board began recommending, and has been 
recommending and pressing for it ever since, recommending the 
scrapping of the railroad retirement system as we have known it and 
the use of the railroad retirement system, if it is to exist at all, as 
purely supplemental to social security. 

Their position in that regard is not engendered by the pendency 
of the bill, H. R. 3669. For at least the last 5 years, and entirely 
independently of the existence of the present problems, that has been 
their position. They tried hard to sell you that idea in 1946. 

Mr. Latimer in 1946 did not at all accept the Social Security 
Administration’s position. The Social Security Administration indi- 
cated at that time that if there was to be ultimate integration or 
amalgamation, that in 1946 when we were setting up survivor benefits, 
that would be an appropriate time to take that objective into account. 
They pointed out that it would be very nice if you could just provide 
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for handling survivor benefits that way, for the time being, and maybe 
ultimately achieve this objective of complete amalgamation; but Mr. 
Latimer did not agree with that. 

Actually if that was to be the objective, I would say that they 
were right; that would have been the time to start it; but that was not 
our objective; it was not Mr. Latimer’s objective; it was not the 
objective of the committee; and consequently what was done was, in 
accordance with Mr. Latimer’s recommendations, to set up a survivor 
benefit system in the railroad retirement system, and not as part of 
the social-security system. 

The Bureau of the Budget has followed the Federal Security 
Administration, or the Social Security Board on this. I do not know 
that we need to regard their pronouncements as bringing any impor- 
tant independent contribution into the picture. Those of you who 
were here in 1946 will recall that the Bureau of the Budget reported to 
you that the Crosser amendments at that time were not in accordance 
with the program of the President, notwithstanding the fact that both 
President Roosevelt and President Truman had personally written 
letters to the committee expressing their approval of those amend- 
ments. 

Now, where does Mr. Bronson fit into this picture? Mr. Bronson, 
as I understood his testimony, indicated that he personally felt that 
railroad employment should be covered by the Social Security Act 
and that the railroad system should be supplemental to it. That is 
not what he told the Ways and Means Committee when he was testify- 
ing about social security. When the social-security amendments 
were before the Ways and Means Committee, on the bill, H. R. 2893, 
Eighty-first Congress, first session, Mr. Bronson appeared there. He 
said, “‘Why is special legislation established for this class of em- 
ployees?”’ 

In other words, Mr. Bronson does not even recognize the existence 
of the railroad pension problem. If he had his way there would not 
be any railroad retirement system at all. He tells the Ways and 
Means Committee that railroad employees should be under social 
security. There should not be any special legislation for this class of 
employees. 

That, gentlemen, covers what I have to say on the subject of 
integration or amalgamation, or coordination, with the social-security 
system. 

In summary, this bill provides for nothing of the sort. It does not 
do it piecemeal or partially. It does not do it, period, and we do 
not want to do it and we do not think it ought to be done. 

Now, I want to discuss in little more detail the financial adjustments 
to be made between the old-age and survivors insurance fund and the 
railroad retirement account. 

The report of the Social Security Administrator has attached to 
it, a memorandum by Mr. Robert Myers, their chief actuary, in 
which he takes issue with the estimates made by the Railroad Retire- 
ment Board as to the net financial effect of those contemplated 
adjustments. 

You will recall that as I explained in my original appearance here, 
under the bill that we proposed, we do not provide for any immediate 
adjustments to be made. We do provide, however, that in the light 
of the experience of crediting railroad service under the Social Security 
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Act, and crediting of nonrailroad service for survivor benefits earned 
under the Railroad Retirement Act, that the two agencies shall over 
a 5-year period make a study of what adjustments are necessary to 
put the social-security svstem in the same financial situation it would 
be in if there were no separate railroad retirement svstem. 

The Railroad Retirement Board has estimated in its cost estimates 
that are presented here, that that will result in an eventual net 
transfer to the railroad retirement account of the equivalent of 0.25 
percent of the railroad payroll. 

Mr. Dotutver. What was that percentage? 

Mr. Scuoenr. Twenty-five one-hundredths of 1 percent. 

Mr. Myers estimates of the contrary that the transfer would be 
in the other direction in the amount of approximately seven-tenths 
of a percent of the payroll. 

That difference of opinion has been submitted here by some of the 
opponents of the bill to create the impression that maybe instead of 
our deriving some savings from the standard of adjustments that we 
have proposed to set up, that we might lose by it. 

That is a misinterpretation of what that difference means, because 
in both cases there is already taken into consideration the fact that 
the social security system would be paying benefits on railroad service 
to all those who had less than 10 vears of service. In other words, 
what the difference actually means is that the Railroad Retirement 
Board actuaries estimate that the financial advantage which the 
social security system derives from the existence of the railroad 
retirement system at the present time would more than offset the 
cost to them of paving the benefits to the people with less than 10 
years’ service. And that in order to come out even they would have 
to transfer to the railroad retirement system as an additional savings 
the equivalent of twenty-five one-hundredths of 1 percent of payroll. 

Mr. Mvers does not deny that those savings are there. He merely 
questions whether they are enough completely to offset or more than 
offset the additional cost to the social security system of paying 
benefits based on railroad employment to individuals with less than 
10 vears of service. j 

Now, we did not expect that anyone would be able to make a 
precise estimate of what those financial adjustments might be over 
the vears, without having some experience on it. 

We are not surprised that there should be some difference of opinion. 
That is why we proposed in the bill to provide a 5-year study in which 
this could be worked out. 

But, one thing we can definitely say and that is that the Myers’ 
estimate is wrong. I cannot tell you how wrong, but I can tell you 
it is wrong. 

Mr. Myers bases his differences with the Railroad Retirement 
Board actuaries on two points. In the first place he says that the 
social security system would save less than the Retirement Board 
thinks through the operation of the work clause, because railroad 
employment is not covered under the social security system, and 
under the present law individuals retired under the Social Security 
Act, although they are prohibited from earning more than $50 per 
month in social security employment while drawing their benefits, 
can work in the railroad industry without restriction. 

Mr. Myers’ estimate assumes that that condition will continue. 
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Under the bill you have before you, that condition would not 
continue, because railroad employment would be brought within the 
work clause of the social security system and so in that respect Mr. 
Myers’ estimate is based simply on an erroneous understanding of the 
bill you have before you. 

So, to whatever degree Mr. Myers’ opinion is based on the first of 
the two points he discusses in his memorandum, it is completely 
wrong. 

The second basis on which Mr. Myers differs is that he assumes 
that a great many of the people who have more than 10 years of service 
in the railroad industry will also be insured under the Social Security 
Act. Now, that, of course, is purely a matter of opinion, but we 
know from our experience in the railroad industry, from the impor- 
tance the people we represent attach to their seniority rights, that 
individuals who have as much as 10 years of railroad service make 
railroading their career. They stay with it until they are ready to 
quit or until they die. 

We feel that we have probably a better basis than Mr. Myers for 
having a judgment—and it is bound to be purely a matter of judg- 
ment. We have a better basis for judgment than Mr. Myers about 
how many of these people are likely to have enough outside employ- 
ment to be also insured under the Social Security Act and it is our 
judgment that he has vastly overestimated that number. 

Consequently, after giving very careful consideration to Mr. Myers’ 
exposition, we are not at all disturbed by it. We still think that 
probably the estimates the Railroad Retirement Board actuaries 
gave us as to the financial effect of those adjustments is as accurate 
an estimate as can be made at this time. 

In addition to having raised this question as to the net effect of 
the financial adjustments, the Social Security Administration goes 
further and says that they doubt the propriety of the railroad retire- 
ment system deriving the advantages of such savings as its existence 
may cause to the social security system. 

That was not the understanding when the railroad retirement 
system was enacted. I referred earlier to an exchange of correspond- 
ence between the Chairman of the Railroad Retirement Board and 
the Chairman of the Social Security Board. Those gentlemen at 
that time were Mr. Murray Latimer, and Mr. John Winant. That 
correspondence occurred because it was recognized that the settmg 
up of a separate railroad retirement system to take care of a relatively 
high cost segment of the working population would result in substan- 
tial savings to the general social security system. 

The financing of the railroad retirement system was in question. 
There were some people who thought that the contributions being 
provided would not be sufficient. And the question arose, ‘‘Can’t the 
savings to the general social security system be utilized as a safety 
factor or perhaps as an auxiliary item of income?” and it was with 
respect to that question that Mr. Latimer addressed a letter to Mr. 
Winant inquiring as to the views of the Social Security Board. 

The response which | shall put in the record here-—I will put both 
letters into the record—the response recognized the propriety of the 
separate existence of the railroad retirement system; recognized that 
the savings to the general system properly belonged to the railroad 
retirement system. But with respect to whether unmediate arrange- 
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ments should be made to have those savings transferred to the railroad 
retirement system, Mr. Winant recommended that that be deferred, 
because both systems were still in a developmental stage and neither 
of them would be immediately in need of any transfer of funds. But 
the propriety of utilizing for the support of the railroad retirement 
system the savings which its existence brought to the general social- 
security system was not questioned and has not been questioned until 
the report of the Social Security Administration was made with respect 
to this particular piece of legislation. 

What their present position means, in substance, is that they are 
saying to us, because you have problems in the railroad industry that 
require you to have a separate railroad retirement system, the penalty 
that will be imposed on you for that is that the general social-security 
system will make a profit out of your existence as a separate system. 

Now, we see no rational basis for any such position. We do not 
think that general social-security system should lose through the 
existence of the railroad retirement system, but there is no reason on 
earth why it should make a profit from it. 

(The correspondence above referred to is as follows: ) 


Fesprvuary 9, 1937. 
The Honorable Joun G. WINANT, 
Chairman, Social Security Poard, Washington, D. C. 

Dear Mr. Wrnant: On December 28, 1936, the President addressed a letter to 
representatives of the railroad managements and railway labor organizations urg- 
ing upon them “the desirability of a conference * * * to consider the retire- 
ment problem and attampt to find a satisfactory solution.’’ He suggested that the 
conference formulate joint recommendations for the benefit of Congress. 

In accordance with this suggestion, a series of conferences has been held in 
Washington. At the direction of the President, this Board has placed its informa- 
tion and technical facilities at the disposal of the conference and has made esti- 
mates of the cost of various retirement plans which have been under discussion by 
the conferees. 

The calculation of costs has raised a question having to do with the general 
policy underlying the formulation of social-security measures: Shall a railroad 
retirement system be regarded as an independent plan having no relation to other 
similar measures instituted by the Federal Government or shall it be regarded as a 
combination of the general old age benefit svstem with a structure of additional 
benefits and financial support superimposed thereon. 

The practical bearing of the question on the problem under discussion can be 
made clear by a recital of certain facts. 

At the moment of its enactment, the old age benefit svstem created by the Social 
Security Act embraced railway employment. Certain taxes were levied which, it 
was estimated, would reimburse the Government for the expenditures made under 
the old age benefit svstem. 

A few weeks later Congress enacted legislation which excluded employment 
on railroads and closely allied organizations from the definition of employment 
of the old age benefit svstem and of title VIII of the Social Security Act which 
levied taxes on wages received and paid in corresponding employments. As a 
result of that action, according to caleulations made bv our actuarial staff, benefits 
payable under title IT were reduced by an amount greater than the reduction of 
taxes under title VIII. 

We have made various measurements of the benefits and taxes under titles 
Il and VIII. Calculations may be made in terms of present values or of annual 
amounts of differentials between total benefits and the so-called earned portion. 
For present emplovees, these differentials, assuming retirement at age 65, have 
a present value, as of today, of the order of $650,000,009 and an aggregate, without 
allowance for time of payment, of upwards of 2 billions. For an average retire- 
ment age of 67%, the present value of the differential will be about $350,000,000 
and the actual gross excess will exceed 1 billion. These differentials exist generally 
in the early vears of operation of the old-age benefit system; but they are offset 
by later increased financial provision. 
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By reason of the relatively advanced ages of railroad employees as compared 
with those employments covered by the old-age benefit system, both for present 
employees and new entrants, the differentials for railroad employment would be 
to a large degree permanent. 

The question therefore, in more specifie form, is this: In the calculation of costs 
must we regard the railroad retirement system as an entity in itself or can the 
costs be regarded as having been provided for if the financial provision in the 
retirement act is such that the Government books are in the same state of balance 
for the combination of old-age benefit and railroad retirement systems as they 
would be were railroad employment embraced in the former system? 

If, in your judgment, the second of these alternatives constitutes the proper 
policy, we raise the further question as to whether you would favor the adoption 
of a formula by which the differentials would be actually placed in a railroad 
retirement account currently or whether the Government, on a showing as to the 
existence of balance between expenditure and financial support, taking both sys- 
tems into account, should merely underwrite the payment of benefits, leaving to 
later determination, in the light of subsequent developments, the specific form 
and method of providing financial recognition of the differentiais. The financial 
provision contemplated for the railroad retirement system will, taking no account 
of financial recognition of the differentials, support the proposed system, including 
expenses of administration, during the next generation. 

Since the recommendations of the conference will undoubtedly be referred to 
you for scrutiny as to conformity with general social-security policy, I suggest 
that it would be appropriate for vou to make known your views to the conferees 
in order that they may be governed thereby. 

Yours very truly, 
Murray W. Latimer. 
® 


SociaL Security Boarp, 
Washington, D. C., February 10, 1937. 
Mr. Murray W. LATIMER, 
Chairman, Railroad Retirement Board, Washington, D. C. 

Dear Mr. Latimer: This will acknowledge your letter of February 9 asking 
for the opinion of this Board as to certain matters of general social security policy. 
Since similar questions are likely to be raised from time to time in other connections 
a statement of the general principles on which our answers are based is appro- 
priate. 

We regard the old age benefit system created by the Social Security Act as the 
necessary basis of all programs for old age security within the range of its initial 
coverage. We have not and do not favor exclusion from coverage based on any 
action in the field undertaken voluntarily by a single employer or a group of 
employers, although we believe voluntary benefits provided to supplement the 
old age benefit payments are worthy of encouragement. 

Under certain circumstances, we believe a Federal system created by legislation 
apart from the general old age benefit system would be warranted. To be 
justified the following conditions should be present: 

1. The industry should be one affected by a national public interest, and one 
to which normally Federal legislation and regulation apply; 

2. The old age retirement system should provide larger aggregate benefits 
than those of the general old age benefit system and no individual employee 
should be worse off by reason of being covered by the special system rather than 
by the general old age benefit system; 

3. The machinery for administration of the system should be so organized as 
to operate with maximum effectiveness in conformity with policies adopted by 
Congress for administrative management. 

4. The creation of a separate system should in no way adversely affect the 
financial support of the general oid age benefit program. 

A special railroad retirement system created by Congress would, of course, 
meet the first of these conditions. We understand from vour letter that the pro- 
posed railroad retirement system meets the second condition. The application 
of the third principle will be dependent upon congressional policies now in the 
process of formulation. 

The fourth principle furnishes the answer to the first of your specifie questions ; 
provision of an old-age retirement system for any specific group is to be regarded 
as composed of the general old-age benefit system, with its correlative financial 
support, with a superimposed structure of benefits and a corresponding means of 
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providing for them. In other words, the creation of the special system should 
not affect the balance between income and outgo which would exist without it. 
Creation of a separate railroad retirement system has not, of course, adversely 
affected this balance, but in other cases this would not be true and it is important 
toestablish a precedent here so that the acceptance of the principle may be assured. 

As to the second question: it seems to us unwise to formulate at this time any 
rule for the purpose of including currently in the railroad fund the differentials 
referred to by you. It appears more appropriate for the Government to agree 
to underwrite the benefits on a showing by vou of the existence of the general 
balance. This view is based on several considerations. First, the Social Security 
Act is still in a developmental stage ; doubtless changes will from time to time be 
found desirable. Changes affecting the old-age benefit system will produce 
corresponding changes in the differential, and any measurements now made would 
require revision. Second, changes in conditions may require modification of 
reserve policy and the Government should, in this respect, be left free to work 
out that problem without unnecessary restriction. Third, current financial 
recognition of the differential is not needed to support the benefits for many 
years; and, the assurance of old-age security for the employees affected is in no 
way diminished by leaving the Government free to determine its financial polciy 
in this respect as conditions may from time to time indicate. 

In accordance with your suggestion I am sending a copy of this letter to Mr. 
J. J. Pelley, president, American Association of Railroads, and Mr. George M. 
Harrison, chairman, Railway Labor Executives’ Association. 

Sincerely, 
Joun G. Wrnant, Chairman, 

Mr. Scuorne. In this connection, let me point out something else. 
When the railroad retirement system was set up, it very largely took 
care of the problem of the then superannuated railroad employees. 
Those who had retired under the previous voluntary pension systems 
were taken over by the railroad retirement system. Those who had 
not yet retired, but were out of service on account of sickness or 
disability, and who still held their seniority, they were awarded annui- 
ties based on their services rendered before this system was enacted. 
Those who were to retire immediately within the next few vears, 
they all were awarded annuities based on not only the service after 
the system was established, but the service they had rendered before 
this system was established. 

What did the general social security system do with comparable 
people in industry generally? It did not abandon them. They were 
taken care of by old-age assistance laws supported by State taxation 
and Federal taxation. 

The railroad employees contributed through taxation to the sup- 
port of the people in industry generally who were superannuated at 
the time these systems were enacted. In other words, they took 
care of their own aged population and as general taxpayers con- 
tributed to the support of the aged in other industries. 

Now, we are not asking for credit for that. We are not asking 

that we be given any special consideration for that; but we do say 
that certainly we are entitled to maintain our railroad retirement 
system to meet these problems without being penalized by having 
the general system make a profit out of us. 
_ Of course, in order to make its point—a flimsy point—such as the 
Social Security Administration is making in this connection, it 1s 
never possible to make the point by sticking to the particular issue. 
In order to make the point they have to say, ‘‘Well, look what kind 
of a precedent this sets up. If all groups were to have separate sys- 
tems of this kind, that would destroy the general social security 
system.” 
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Well, nobody is proposing that all industries or all groups have 
their own separate systems. It has always been recognized that the 
railroad industry is unique in that respect. What is done in that 
respect in the railroad industry has been being done for a period of 
some 17 years now and it has never been regarded as setting a prece- 
dent for other industries. 

So, any argument based on the notion that what is done here could 
be expanded as a precedent to other groups in other industries and 
thereby destroy the general social security system is, as this com- 
mittee knows, just pure window dressing. 

Another criticism of this bill with respect to the financial adjust- 
ments contemplated, is of quite a different character. That is criti- 
cism from the railroads, that is, from the spokesmen of the Association 
of American Railroads. They have criticized the bill because we do 
not specifically provide that there shall be a transfer of funds specific- 
ally directed by law. Let us examine that criticism for a moment. 

In the first place, so far as the utilization of the major portion of the 
savings is concerned, we do provide for it, because under either the 
Railroad Retirement Board estimate or the social security estimate, 
the major portion of that savimgs will be offset by the crediting of rail- 
road service under the Social Security Act for people with less than 10 
years of service. Any transfers to be made in one direction or the 
other would be only with respect to the extent that those two items 
do not offset each other. 

That means that if the Railroad Retirement Board’s actuaries’ esti- 
mates are correct, that there would be coming to the Railroad Retire- 
ment account the equivalent of twenty-five one-hundredths of a 
percent of payroll which is not specifically dir ected in the legislation. 

What does that mean as a practical matter? In order to keep books 
on this, we would have to start out with a bookkeeping item to the 
credit of the social security system of about $700 million. In other 
words, if there had been no railroad retirement system to date, the 
Social Security Administration would be about $700 million ahead, 
because they would have collected in taxes on railroad employment 
that much more than they would have paid out in benefits; but from 
here on out they would be paying more in benefits than they would be 
collecting in taxes. 

Consequently that initial bookkeeping credit even though interest 
is allowed on it, becomes a steadily diminishing amount, “and when 
that credit has been exhausted then for the first time would an actual 
transfer of funds be called for. 

I have asked the Railroad Retirement Research Department to 
prepare for me a projection showing how the credit ta ea would 
diminish under their estimate of the financial effect of the provision. 
I would like to provide you with copies of that projection and would 
like, Mr. Chairman, to have it inc orporated in the record at this point 

The Cuarrman. It may be included in the record. 

(The table referred to 1s as follows:) 
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Progress of OASI reimbursements according to H. R. 3669 
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Note.—The initial credit of $700 million to OASI represents a settlement for the taking over by the OASI 
of benefit obligations with respect to railroad service rendered before the enactment date of H. R. 3669. 
This amount will remain in the Railroad Retirement Account as an offset against future OASI net obliga- 
tions. When the credit will become exhausted, the yearly settlements are expected to generally result in 
net transfers of varying amounts from the OASI to the Railroad Retirement Account. The interest rate 
assumed is 24 percent which is the current rate of earnings on new OASI investments. 


Mr. Scuoene. Now, that projection shows that it would take until 
1971 for the initial credit to the Social Security system to be exhausted. 


It would only be after 1971 that any actual transfer of funds would 
be necessary, if, the estimates made by the Railroad Retirement 
Board actuaries are correct. 

And, you will note from this projection that there is constantly 
allowed to the social security system each year interest on the unpaid 
balance of that credit. In other words, not only is the social security 
system put in the same position with respect to principle as it would 
have been in if it had collected taxes on railroad employment and paid 
benefits on railroad employment, but in addition it is allowed the 
same interest as though it had this $700 million in its possession at 
this time and were investing it as part of the Old Age and Survivors 
Insurance Trust Fund. 

It seems to us that when no actual transfers are required for a 
period of 20 vears, that we are not being reckless or imprudent, or 
careless, as the carriers might have you believe, in providing for a 
period of 5 years during which the experience can be studied and 
a real appraisal made as to what transfers should actually be directed 
through legislation. 

The next subject which I would like to discuss, Mr. Chairman, 
concerns the treatment of these individuals who will not meet the 
10-year minimum service requirement. You will recall that one of 
the chief points upon which Mr. Latimer objected to this bill was 
that he claimed we were practically robbing those people. Mr. 
Latimer used all kinds of adjectives and expletives with which to 
characterize their treatment. He called it forfeiture, and failure to 
give equivalent value, and used all sorts of terminology of that kind. 
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The first question that arises is why is Mr. Latimer so concerned 
about these people? Well, he tells vou that it is a matter of con- 
science with him. He just cannot sit by and see any such misbe- 
havior. 

Well, I have known Mr. Latimer a long time, and I know he is an 
honest man, and I do not doubt the sincerity with which he feels 
that he is motivated by because of conscience in making this particu- 
lar objection. 

However, [ also believe that when a person is advocating the wearin 
of oversized shoes, that it is a good idea to take a look at his feet pes | 
see whether he has any corns, and*Mr. Latimer has some corns in 
this respect. The shoe pinches. 

Mr. Latimer, as his ,testimony shows, was instrumental in the 
establishment of the pension systems in the steel industry. Covered 
by those pension systems are a number of employees on the steel 
railroads, who are also covered by the Railroad Retirement Act. __ 

Under those pension systems in the steel industry the employees 
who qualify generally qualify for a larger benefit than is payable under 
either the social security system or the railroad retirement system. 
But that benefit is not in addition to the social security benefit or the 
railroad retirement benefit. There is deducted from the pension 
payable under the steel plan the amount that is paid under social 
security or railroad retirement. 

Now where does that leave these railroad employees under the 
steel system? It leaves them paying railroad retirement taxes four 
times as high as their brethren in the steel mill, and they are not 
buying anything for it because they are simply saving the employer 
some money by building up a bigger retirement benefit to be deducted 
from the pension that the steel company pays. 

Those feliows have been doing plenty of squawking to Mr. Latimer 
about the treatment that they are getting under the steel pension plan. 

Mr. Latimer, as he testified in the Senate, has been “mollifying”’ 
them by telling them that they are buying something additional 
because what they are buying is a vested right, which no matter where 
they go they can always keep. That is pretty inadequate mollifica- 
tion. If he has been getting away with that he should not, because a 
good deal of what they are paying for, as I will show in a few minutes, 
is not vested rights under present law. 

The point at which the shoe is pinching Mr. Latimer is simply that 
he can no longer use that excuse with respect to people who have less 
than 10 years of service; that is what gets him excited about this. 

Bear in mind I have said that I do not question the sincerity with 
which Mr. Latimer believes that the net result of his thinking is a 
recommendation of what is right and proper, but I think you should 
also have in mind in judging the validity of conclusions so arrived at 
that there is a very definite and distinct personal involvement in the 
problem. 

Mr. Latimer has characterized the treatment of these individuals 
as forfeiture—— 

Mr. Hauer. As what? 

Mr. Scuoenr. Forfeiture. That is a conceptual description. There 
is no forfeiture in the sense in which you and I understand the term, 
because as I have pointed out to you we would provide in this legis- 
lation that the additional benefit to be derived from railroad employ- 
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ment under the Social Security Act would at least be equal to the con- 
tributions paid plus an allowance for interest. Now that is not for- 
feiture. What he really means by that term is what in other places 
is called overcharging. 

That is to say, if they had been under social security they could get 
that same benefit (of course, without the guaranty, but otherwise the 
same benefit) without having paid as much tax. That is true, and 
it Is true today under the Railroad Retirement Act. 

Look what we did with respect to survivor benefits in 1946 with 
the advice and approval, and upon the recommendation, if vou please, 
of Mr. Latimer. You gentlemen who were here at that time will recall 
that Mr. Latimer testified for days on end in support of the survivor 
benefit provisions of the Crosser amendments. 

We think he was sound. We accepted his recommendations. But 
look what happens to the survivors of an employee who leaves the 
railroad industry. Under the existing law if an individual who has 
paid his railroad taxes leaves the railroad industry, and at the time 
he dies is no longer connected with the railroad industry, his survivors 
benefits are paid under the Social Security Act. 

Now vou cannot brush that aside and say survivor benefits are a 
relatively minor part of the benefits—that taxes are paid for retire- 
ment protection and so on. All that is true, but so far as that indi- 
vidual is concerned he is not going to get anv annuity, he is dead. So 
far as that individual is concerned all he is going to get out of the 
railroad retirement svstem is what his survivors get, and under present 
law if he leaves the railroad industry he gets social-security benefits, 
that which he could have obtained had he been in some other industry 
at a quarter the taxes he has paid to the railroad system. 

Not only that, but in 1946, when that arrangement was adopted 
with Mr. Latimer’s approval and recommendation, we at the same 
time eliminated the residual guaranty that they would get back at 
least their contributions plus an allowance for interest. That we 

restored in 1948. But at the time it was enacted the guaranty we 
are proposing now to provide for these people with less than 10 years 
of service was not even provided to the survivors. 

Now I should remark that at the present time of course anyone 
who gets survivor benefits under the Social Security Act rather than 
under the Railroad Retirement Act is lucky because as things now 
stand social security takes better care of survivors than the retirement 
system, but by this legislation we would restore approximately the 
relationship that we contemplated in 1946. 

Survivor benefits are not the only benefits under the railroad retire- 
ment system that depend upon continuance in railroad service. The 
right to retire at age 60 with a full annuity for women or a reduced 
annuity for men depends upon having 30 years of service. A woman 
who reaches age 60 without 30 vears of service cannot retire. If she 
had 30 vears of service she could. 

Disability protection, which is a very important part of the railroad 
retirement system, depends upon continuance in service. In order 
to retire for occupational disability the individual must be currently 
connected with the railroad industry at that time, and in addition he 
must have 20 years of service or be age 60. 

Let us take an individual who becomes disabled, say, for his regular 
occupation at age 50 and has 20 years of service. He can get his 
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annuity if he is then in the railroad industry, but if he had 19 years 
of service or if he had left the railroad industry he could not retire for 
occupational disability. 

You can draw just as many horrible examples under the present 
law as you can draw with respect to this 10-year provision. A man 
with 19 vears and 6 months is eligible for disability retirement because 
the 6 months counts as a year. If he had 1 month less, that is 19 years 
and 5 months, he is not eligible. 

If you want to draw horrible examples you can find them in the 
present law, but nobody has suggested that those provisions are 
anomalous and inequitable. It just is not true of any minimum service 
requirement that it is anomalous and inequitable, but they all produce 
border-line cases. 

Similarly retirement for total and permanent disability requires 10 
years of service or age 60. Take a man who has 10 vears of service 
and who becomes totally and permanently disabled at age 30. If he 
has the 10 vears he can retire, and if he has 9 vears and 5 months he 
cannot retire; he has to wait 30 years before he can get any benefit. 

Likewise the minimum annuity provisions of the present law require 
5 vears of service and a current connection with the railroad industry. 

So we are not introducing any new principle here when we introduce 
a general minimum service requirement. 

The impression has been created, I think, that these people who fail 
to meet the minimum service requirement of 10 years will be getting 
some kind of a pittance through the Social Security Administration. 
It is rather easy to create that impression because we have been used 
to thinking of the railroad retirement system as providing much more 
adequate benefits than the social-security system does. 

That is no longer true with respect to the short-service employees, 
and it will not be true even after you pass the legislation that we are 
now proposing. 

I think it is very important to understand that on the basis of less 
than 10 years of service the social-security benefits are generally 
larger than they are under the Railroad Retirement Act and larger 
than they would be under the Railroad Retirement Act as liberalized 
by this proposed legislation. The maximum benefit, the maximum 
annuity, based on a $300 a month average monthly compensation 
that we can pay under the present law for 10 years of service is $48. 

Under this bill it would be increased to $55. But on the same serv- 
ice and compensation the Social Security Act would pay $80. So as to 
these short periods of service you are not penalizing anybody by saying 
that service will be credited under the Social Security Act. 

Of course, the way it will affect various individuals will depend upon 
what their employment pattern is with respect to employment outside 
the railroad industry. There will be some who have employment 
under social security, but not enough to achieve an insured status if 
they do not get credit for this railroad service. 

Under present law those people would be forfeiting completely their 
social-security credits; they would get nothing for it. The crediting 
of the railroad service in such cases not only gives them a more ade- 
quate benefit based on that service than the railroad retirement system 
could pay them, but in addition avoids the forfeiture of their nonrail- 
road credit. 
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Now there will be other cases, and perhaps more typical, where the 
individual is qualified under social security without crediting the rail- 
road service, but his absence from social-security employment while 
he was in railroad service would operate to diminish the monthly com- 
pensation on which his social-security benefit is based. 

For those individuals the crediting of the railroad service under 
social security will avoid that diminution of the average monthly com- 
pensation on which the social-security benefit is based, because you 
must keep in mind always that in computing the average under social 
security the time by which you divide is not the time in which you 
were in social-security employment but the total elapsed time from 
the wage beginning date to the wage closing date. 

So any period in which an individual is in railroad employment, if 
that is not credited under social security, is used in the divisor, never- 
theless, and operates to diminish the average. 

As to those people, while their right to a benefit under social security 
is not dependent upon the crediting of the railroad service, the amount 
of benefit that they get is enhanced by the crediting of the railroad 
service. There will be some individuals, no doubt, who by reason of 
the very liberal new start provisions of the Social Security Act can 
qualify on the basis of a year and a half service under social security 
for the maximum benefit that is payable under that act. 

As to those individuals, of course, the crediting of railroad service 
means nothing because they are getting the maximum anyway. The 
crediting of further social-security service would mean nothing to 
them either. But bear in mind that as to those people we would 
provide the residual lump-sum guaranty, and they would get a return 
of their contributions to the railroad system plus the allowance for 
interest. 

In discussing this whole problem, Mr. Latimer and the Social 
Security Administration and the Bureau of the Budget have used a 
good many misleading figures. They have told you about the millions 
of people who have been in railroad service and who have less than 
10 years of credit and who are now out of service and probably will 
not reenter railroad service and what rights they are going to forfeit 
and then they talk about them as though they were people who had 
been paying taxes for 7, 8, 9, 10 years under the railroad-retirement 
system. 

Who are these people anyway? A census of the inactive employees 
was taken when the last valuation of the railroad-retirement account 
was male. At page 44 of the valuation that census is shown. 

Mr. Hate. Page 44 of the report? 

Mr. Scuoensr. No; that valuation is not printed in that report, 
Mr. Hale, it was s printed in the preceding year’s annual report. 

Mr. Hesetron. Do you have the reference to that? 

Mr. Scuoensr. I do not have my copy of that here. It is table 
A-19. If you find table A—19 in the 1949 report, in the report of the 
actuarial valuation, you will see the table that I am referring to. 

Now according to that census of inactive employees—and inactive 
employees refers to those who had last worked after 1936, but who at 
this time were alive, not retired, and were not currently in railroad 
service. 

Mr. Hesevron. Page 140, I believe. 

Mr. Scuornr. Thank you. I just wanted to have it in the record. 
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According to those figures there were 4,811,700 such inactive 
employees with less than 10 years of service. Out of that number—— 

Mr. Harris. What date was that? 

Mr. Scnoensr. That was as of 1947. 

Out of that number of approximately 4,800,000, over 4,000,000 had 
less than 1 year of service. In other words, these were people whe 
worked a month here or there and all together ‘had not worked as much 
as 12 months. In addition out of the 4,811,000, over 700,000 had 
less than 5 years of service. 

Now that leaves you less than 85,000 out of nearly 5,000,000 who 
had 5, 6, 7, 8, or 9 vears of service. It does not mean that they had 
9 years or almost 10, it means that they had over 5; 85,000 out of 
4,811,700, with over 4,000,000 of them having less than 1 year of 
service, Those are the people we are talking about here. 

When people get to approximately 10 years of service their seniority 
rights mean too much for them to be leaving the industry. Those are 
the people who are going to go on and have more than 10 years of 
service. It is these casual employees that we are talking about, not 
people who have paid taxes year in and year out for a period of 9% 
years. 

Although Mr. Latimer is shocked by our establishing a 10-year 
minimum service requirement in the railroad industry, which can be 
met by intermittent employment with any railroad that an individual 
may work for, under the steel pension plans that he helped work out 
the minimum service requirement with one company, with the same 
company, is 15 years. 

Of course Mr. Latimer would distinguish that and say, “Well, 
there is no employee contribution there, that is an employer-supported 
system.”’ But do not forget that those plans were negotiated as part 
of a package agreement; that a specific value was attached to them: 
that unquestionably there would have been a wage value to those 
plans if they had chosen wages instead of pension proteetion. 

So as a matter of practical substance it is extremely misleading to 
differentiate one of these negotiated non-contributory plans from a 
contributory plan. 

The next subject I want to talk about is the matter of duplication 
of benefits between the railroad retirement system and the sociai 
security system. Here again Mr. Latimer, Mr. Bronson, theSocial 
Security Administration, the Bureau of the Budget, all suggest that if 
we would just scrap the railroad retirement system and put railroad 
employees under social security we could get enough savings through 
the elimination of duplications of benefits that we could support a very 
adequate supplemental system 

That is the way they recommend that we solve our problem. Ihave 
told you before why we will not solve our problems that way, but that 
is what they are looking to as a means of finding savings with which to 
solve our problem. 

Let me call your attention to the fact that at the same time Mr. 
Latimer bitterly criticizes us for eliminating duplication, where we do 
eliminate it. We do provide in our bill that prior service credit shall 
not be allowed to individuals who are getting social security benefits 
~_ with no reduction on that account in excess of the social security 

enefit. 





RAILROAD RETIREMENT AMENDMENTS 535 


We have there eliminated duplication, and yet Mr. Latimer criti- 
cizes that. On the other hand, he wants to eliminate all duplications 
to find the savings with which to meet our financial problems. 

Let us just face that situation squarely, and let us see what duplica- 
tion there is left upon the enactment of H. R. 3669. There is no 
duplication of survivor benefits, there is none now, so when you are 
talking about duplication you can just write off survivor benefits to 
start with. 

Under this bill there will be no duplication with respect to individuals 
with less than 10 vears of service, so you can eliminate that from any 
consideration of duplication. There will be no duplication for people 
with over 10 years of service so far as prior service credit is concerned. 
What does that leave by way of duplication? 

It simply means that the railroad retirement svstem would pay to 
individuals who have paid taxes under the railroad retirement system, 
would pay to those individuals who have paid taxes for more than 10 
years, an annuity only based on their tax-paid service independently 
of such annuity as they might be eligible to under social security. 

Can anyone reasonably say that an individual who has paid taxes 
for over 10 vears under the railroad retirement system is not entitled 
to an annuity based on that tax-paid service and computed according 
to the railroad retirement formula? If there is any over-generosity 
with respect to such an individual, the over-generosity lies in the 
social security system, in its paying perhaps an unduly large independ- 
ent benefit, because bear in mind what he gets under the railroad 
retirement system is directly proportional to the vears of service he 
puts in under the railroad retirement system. 

We did not feel that it was within our province to determine social 
security policy to the extent of saving to them, “You shall not pay 
him an unduly generous benefit.” If that duplication is to be elimi- 
nated it is the responsibility of those who have charge of making policy 
for the social-security system, not our responsibility. 

When this bill is enacted we will have gone the full extent that it 
lies within our province to eliminate duplicate benefits. 

Finally, gentlemen, I have just one more thing I want to say to vou. 
H. R. 3669 is the only bill that you have before vou that comes any- 
where near meeting the problems with which vou have to deal. We 
know what those problems are. We have been dealing with them for 
the past vear—more than a vear we have been struggling with them. 
That is why we have the bill that we have because we have been 
wrestling with these problems. 

I know the temptation is great to find some simple sol&tion to a 
difficult and complex problem. I have heard the suggestions thrown 
out here that maybe even though survivors should be included, some 
simple flat across-the-board increase, maybe 15 percent across the 
board for everybody would solve the problem for the time being. 

Well, gentlemen, you cannot solve any problems that way. Our 
average survivor benefit today is $30. Now 15 percent across-the- 
board increase would mean that you would pay those people $34.50. 
They are not boing to buy many pork chops with that additional 
$4.50. The maximum widow’s benefit that is payable under the 
Railroad Retirement Act today is $41 and the maximum child’s 
benefit—I am talking not about averages now but maximum—the 
maximum child’s benefit 1s $27. 
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A 15-percent increase would raise them to $47 and $31, respectively. 
People cannot live on any such amounts. Under the same circum- 
stances if they were lucky enough to be under social security they 
would get $60, each of them, both the widow and the child: You 
cannot solve problems that way, you have to deal with them realis- 
tically. 

Even with respect to the employee-retirement benefits a flat increase 
without providing for a wife’s benefit would still leave many of the 
retired employees worse off than they would be if they were under 
social security. As a matter of fact, aside from the wife’s benefit, 
many individuals with from 10 to 20 years of railroad service would 
draw smaller annuities under the Railroad Retirement Act than they 
would under social security unless you restore the 1937 minimum that 
the benefit should in no case be jess than that service would be worth 
under social security. 

Furthermore, 1 have so far been talking about the bare necessities 
by way of increasing benefits. Now you cannot make any adequate 
increase in benefits without also making some savings. It is easy 
enough for people to come in and say, “Well, gentlemen, this is dis- 
agreeable to have to impose a $50 work clause, to have to increase the 
tax base or to have to deal with a minimum-service requirement. 
Can’t we just skip all that?” 

No, you cannot skip all that. You have to see where the money is 
coming from. That is why we have the kind of bill we have here. 

The Cuarrman. Mr. Schoene, how long will it take you to complete 
your presentation? 

Mr. ScHoeNne. Just one more sentence, Mr. Chairman. 

The CHarrMAN. Proceed. 

Mr. ScHorene. Now the only bill that you have before you or that 
anyone has suggested that both provides a reasonably adequate dealing 
with inadequate benefits, and at the same time provides reasonably 
prudent financing with which to deal with them is the bill, H. R. 3669. 
That is why we are supporting it, that is why we want you to recom- 
mend it favorably to the House. That is all, Mr. Chairman, thank 
you very much. If there are any questions I will be happy to answer 
them, if I can. 

The CHarrMAN. We have an emergency here where the committee 
must give its attention to another matter. A bill has passed the 
House and Senate, and we must get busy on it at this time. I think 
we had better wait and let the committee ask questions a little later. 

(Whereupon, at 12:10 p. m., the hearing was recessed to reconvene 
at 2 p. m. of the same day.) 
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(The committee reconvened at 2 p. m., upon the expiration of the 
recess.) — 
The CHarrMan. The committee will come to order. 


STATEMENT OF L. P. SCHOENE, COUNSEL, FOR THE RAILWAY 
LABOR EXECUTIVES ASSOCIATION—-Resumed 


The CuatrmMan. Mr. Beckworth? 

Mr. Beckworrnu. Mr. Schoene, what period from now on do you 
foresee as being the one which is less favorable from the standpoint 
of the adequacy of the reserve fund for the railroad-retirement benefits? 

Mr. Scuorenrt. Mr. Beckworth, in my judgment the reserve fund 
will be completely adequate in perpetuity, so having that belief it is 
virtually unpossible for me to answer vour question directly. 

Mr. Beckwortn. May I ask this at this very point? You do not 
foresee that there will be any impact on the fund at a given time that 
will take a disproportionate amount to that which will be taken at 
some other time? 

Mr. Scuoenr. No, I do not think that that would occur at all, 
Mr. Beckworth. The table submitted by Mr. Leighty yesterday 
includes a projection in table L, a projection of taxes and disburse- 
ments and progress of the reserve under 8. 1347, which is identical to 
H. R. 3669, based on the assumption that these benefits actually will 
cost 1.62 percent of payroll in excess of the taxes. 

Now as both Mr. Leighty and I have testified, although that is the 
actuarial estimate submitted by the Railroad Retirement Board, we 
believe on the basis of experience that the disbursements will be 
actually less than so shown, and the income will actually be greater. 

However, assuming that we are wrong in our judgment as to that 
experience that projection appearing in table L, submitted by Mr. 
Leighty yesterday shows, first in relation to your question, that there 
is no sudden or periodic impact of additional disbursements. If you 
look at the column headed ‘‘Total disbursements,’ you will see that 
there is a steady and gradual increase in the amount of disbursement 
until maturity. 

That is what was expected to occur from the outset. But it also 
shows that even making this adverse assumption, which both Mr. 
Leighty and I have said we do not. believe is w arranted that never- 
theless the amount in the reserve would continue to increase over the 
period of the next 20 years and would reach an excess over $5,000,- 
000,000 by 1970. 

In the projection which Mr. Leighty prepared to compare with that, 
which is Prole M, the following table, it appears from that table thai 
if you assume, as experience teaches us we can assume, that the 
disbursements have been overestimated by at least 10 percent and 
adjust this table that we have just been looking at, to a disbursement 
of 10 percent less than projected, you will see there that the fund 
continues to accumulate until it reaches a high point in 1990 of $7,- 
806,000,000, and finally levels off at $7,746,000,000, which is where it 
would be expected to remain. 

Mr. Beckwortu. Now there has been some concern about the 
statutory advisory board, those men who advise the members of the 
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Railroad Retirement Board, as I understand it, perhaps not feeling 
that this is a sound proposition. What answer do you have to that? 
Do they feel that way, as you understand it in the first place, and if so, 
what assumption do they make that you do not go along with in 
arriving at that conclusion? 

Mr. Scuoenr. Mr. Beckworth, the members of the actuarial 
advisory committee, whose function it is to make a periodic examina- 
tion of the actuarial methods used by the Railroad Retirement Board 
and to make recommendations concerning actuarial methods to them, 
those members appeared in the Senate hearing at the request of the 
chairman of the subcommittee. 

As I understand their testimony they did not make any estimates 
independently of those made by the actuaries for the Railroad Retire- 
ment Board which have been submitted to this committee in the 
Railroad Retirement Board’s report. They did review the methods 
emploved by the Railroad Retirement Board actuaries, and it seems 
to me a fair summary of their testimony that they could not find any 
fault or criticism with the actuarial methods or estimates prepared 
by the Railroad Retirement Board. 

I think it is also only fair to say to you that I think any actuary will 
tell vou that if his estimates come out at, say, 14 percent of payroll, 
when the tax rate is 12.5 percent, he does not consider that sound. 
Both Mr. Leighty and I in our original presentation here, as well as in 
our rebuttal have made perfectly clear the limitations that we con- 
sider must be placed upon the extent to which your final judgment can 
be guided by what the judgment of the actuary is. 

In other words, the actuary can make his judgment, and then you 
have to make your own judgment whether if his estimate exceeds the 
tax base in any amount that requires some adjustment. We have 
pointed to the experience that we have had in the past. 

It may be well to review that briefly. According to the first 
actuarial valuation we would be 3.6 percent of payroll short of being 
solvent. No increase in taxes was provided. By the time the next 
valuation was made that 3.6 percent had been reduced simply through 
experience to 3 percent. 

In 1946 you will recall when we were discussing the Crosser amend- 
ments here, there was a great deal of controversy about whether the 
shortage was 3 percent or 13 percent. We recommended that an 
increase in the tax rate to cover that shortage of 1}s percent be made, 
and you followed our recommendation. 

Within a period of less than 2 years it appeared that that 1 per- 
cent was more than sufficient to make up the shortage, and the fund 
was found in 1948 to be over-financed to a degree that permitted us to 
make a 20-percent increase in benefits without increasing the taxes and 
incur an apparent shortage of a little over 1 percent of payroll. 

Now we incurred that apparent shortage in 1948 and nevertheless 
by the time the next valuation was made, the fourth actuarial valua- 
tion, the fund was again found to be virtually in balance. Conse- 
quently, although we make no effort to get around the fact that the 
actuaries say we would have an apparent shortage of 1.62 percent of 
payroll, we believe that in the light of our experience it is perfectly 
safe to incur that apparent shortage and that experience will show, as it 
has in the past, that it will not materialize in actual practice. 
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And-the projections I have been discussing with you show, that 

even if that apparent shortage should persist in the future there would 

still be a very oa period of time in which any necessary adjustments 
could be made. 

Even incurring that apparent shortage of 1.62 percent, according to 
these projections, your reserve will nevertheless continue to increase 
for a period of 20 vears and will build up to over $5,000,000,000 at 
that time. 

Mr. Beckwortu. As you understand the duty of the actuarial 
advisory board, do they have the responsibility of passing on the 
soundness of the assumptions of the Railroad Retirement Board? 

Mr. Scuorenet. Their responsibility is to examine the actuarial 
methods used by the Board. Now to what extent that might include 
assumptions I suppose is debatable. Take for example the function 
of estimating future-level payrolls. That primarily is an economic 
and social problem rather than a strictly actuarial problem. 

In my judgment I would much rather have the advice of a good 
economist on what is a sound assumption as to future-level payrolls 
than I would of an actuary. 

Mr. Beckwortu. Do you recall the position of the actuarial ad- 
visory board on the Crosser amendments that we passed before, which 
you favored and testified on? 

Mr. Scuorene. They did not testify or express an opinion with 
respect to those amendments. However, according to the most 
recent actuarial valuation that had been made with their approval 
I would be inclined to think that they would have recommended a 
3-percent increase instead of the J}; percent that we provided for in 
1946. 

Mr. Beckwortu. So in effect they had a position not exactly at 
variance with what they have today in regard to what the Railroad 
Retirement Board recommended? 

Mr. Scuoene. I think that would be a fair conclusion, although 
as I say, they dia not express themselves at that time, and 1 am merely 
expressing a judgment of what I think their position would have 
been if they had been asked. 

Incidentally, it may be of interest that that is probably why we 
did not take any initiative in asking them. I should say also that 
you will recall, Mr. Beckworth, that at that time Mr. Robert Myers, 
who is now the Chief Actuary for the Social Security Administra- 
tion, was engaged by this committee to give actuarial advice and 
according to his advice the increase should have been 3 percent rather 
than the 1}. 

Mr. Beckworrn. For the record, would you point out the 1, 2, or 
3 points that you find yourself in most violent disagreement with 
Mr. Latimer and give your side of it in just a very brief statement? 

Mr. Scuoene. Well, as I read Mr. Latimer’s testimony, and | 
should make it clear that as you know he makes numerous criticisms 
of the bill, but as I read his statement his greatest concern is prob- 
ably with the treatment of the individuals having less than 10 years 
of service. 

Now I covered our view of that in considerable detail during my 
statement this morning. ‘To summarize it I would simply say that 
in the first place those are definitely primarily individuals whose 
service is very casual in the railroad industry. 
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As 1 pointed out this morning out of nearly 5,000,000 of such em- 
plovees there are less than 85,000 who have more than 5 years of 
service according to the census of inactive employees in the fourth 
valuation report. 

And, what I think is even more significant is that over 4,000,000 
have less than 1 vear of service. They are preponderantly people 
who are in the industry for maybe a day, maybe a month, or a few 
months. They are distinctly the casual employees for whom the 
railroad retirement svstem was never designed. We just did not 
realize the number of those casuals that we had in the industry until 
we started keeping individual wage records on them. 

Mr. Beckworru. So it is aceurate to say that his concern runs 
only to about 80,000 people actually, whereas 4,000,000 could be 
mentioned? 

Mr. Scuoener. That is my analysis of it, ves. Also, as I point 
out, Mr. Latimer | think overlooks the extent to which minimum 
service requirements are already present in the law and current con- 
nection requirements. That is no departure in principle from the 
kind of arrangements we have had heretofore. 

I also pointed out that in a good many instances these individuals 
will be better off to have their service credited under the social Secur- 
ity Act than they would be to get the very small quantity that they 
would be entitled to under the Railroad Retirement Act independently. 

I think probably the next major concern of Mr. Latimer’s is the 
reduction in prior service allowance for individuals who also are 
insured under the social security system, and who would otherwise be 
drawing duplicate benefits. I pointed out this morning that Mr. 
Latimer at the same time recommends that the solution, and the 
one and only, solution to our problem that he considers sound would 
be to eliminate all duplications. 

We have not been willing to go that far because we have felt that 
those reductions we make with respect to prior service credit for 
those individuals drawing duplicate benefits reduces the duplication 
so far as it is within our control. If there is any further duplication 
that should be eliminated it is a matter of social security policy 
rather than of railroad retirement policy. 

| think those are the major factors, Mr. Beckworth. Of course on 
the basic recommendation that Mr. Latimer makes that we just 
scrap the railroad retirement system as we have known it and go 
under social security and set up a supplementary system I also dealt 
with the impossibility and the impropriety of that this morning and 
the reason for our opposition to it. 

Mr. Beckwortu. Thank vou. 

The Cuarrman. Mr. Bennett? 

Mr. Bennerr. Mr. Schoene, on this transfer from railroad retire- 
ment of those who have under 10 vears of service I am not quite 
clear as to how the adjustment will be made between the retirement 
fund and social security. Let me ask you this question: A man 
having 9 years, let us say, under the Railroad Retirement Act has 
that transferred to social security. Then in addition to whatever 
he may get under social security vou refund him the amount that he 
has paid into the retirement fund? 

Mr. Scuorenet. No, not exactly. We guarantee through the 
residual lump sum that the additional benefit he would get under 
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social security by reason of that 9 years of service credit, that is in 
addition to what he would have gotten under social security anyway 
that that would be equal to his contributions to the retirement fund 
plus the allowance for interest, and if he does not himself draw those 
additional benefits in that amount and his survivors do not draw the 
additional benefits in that amount, the difference would be paid to 
a designated beneficiary of his. 

Mr. Bennetr. But how do you go about computing that? What 
formula do you use in regard to the lump-sum payment, I mean? 

Mr. Scuoens. The lump-sum payment is based upon 3 percent or 
4 percent, rather, of his average monthly compensation up to 1946, 
through 1946, and 7 percent of his average monthly compensation 
thereafter. 

Now during the period that the 4 percent applies, the tax rate was 
always less than 4 percent, you see, it started out at 2% percent and 
gradually went up. Ruring the period that the 7 percent applies the 
tax rate is always less than 7 percent. In fact, it started out at 5% 
percent and is now 6 and will be 6%, which is the top that it goes to 
so that there is always that difference between the tax rate and the 
percentage on which the lump sum is computed, which is the allowance 
in lieu of interest. 

Mr. Bennerr. Weill, if he gets more under social security than he 
would have gotten with the same service under the retirement fund, 
do you pay him anything? 

Mr. Scoorenr. Yes. Well, now, you are assuming that by reason 
of other social security employment he would have— 

Mr. Bennerr. No, I am assuming that on the basis of his 9 years 
in railroad retirement and being transferred to social security he would 
get greater benefits. 

Mr. Scnooene. Than he would have under railroad retirement. 

Mr. Bennerr. In that case does he get any refund? 

Mr. Scuoenr. We would still guarantee him that that benefit 
would total the lump sum. 

Mr. Bennerr. If it did total the lump sum would you pay anything? 

Mr. Scooensr. No, we would not pay anything. 

Mr. Benner. Then to that extent the fund itself, the retirement 
fund, would be the beneficiary, or would be increased by that amount? 
That gets me to this question that I was coming to. Under such cir- 
cumstances—that is, in the case where the man gets more under social 
security than he does under retirement, how are you going to pay 
social security? 

Mr. Scnorenre. That we contemplate will be taken care of in the 
adjustments to be made between the two funds on this basis, that it 
would not be a transfer with respect to individual accounts. 

Mr. Bennerr. Would the transfer be in the form of a tax, in other 
words, social security collects a maximum of 3 percent or 3}, percent 
ultimately between the employer and employee? 

Mr. Scuoenr. Three and one-fourth on each side, a total of 6%. 

Mr. Bennerr. Theoretically then, if a railroad employee having 9 
years of service is credited with that 9 vears of railroad service under 
the social-security system, social security should have 3! percent, 334 
percent of his earnings computed over that period to get the same tax 
that they would have gotten if he had been employed under social 
security all the time. Is that correct? 
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Mr. Scuoene. Yes, I think that is right, all other things being 
equal. 

Mr. Bennett. Well, if he had been in employment covered by social 
security they would get 3% percent? 

Mr. Scuornr. That is right. 

Mr. Bennett. In this adjustment that is going to be made between 
the funds, is it vour idea that 3% percent would be computed on the 
total payroll of the transfer to social security by the retirement board? 

Mr. Scoornr. The standard that we set up in the bill is exactly 
along those lines—that is, it provides for the computation of what 
taxes the social-security system would have collected and what bene- 
fits it would have paid if it had covered railroad employment in its 
entirety. 

Then whatever transfers are necessary to put the social-security 
system in that condition would be authorized. Now that does not 
necessarily mean that there would be transferred moneys from the 
railroad-retirement account to the social-security account because off- 
setting these payments made on the basis of railroad industry service 
is the fact that the social-security system saves a great deal of money 
through the existence of the railroad-retirement system, because we 
are taking care of a higher cost segment of the population than the 
average of the whole working population. 

So, according to the estimates made by the Railroad Retirement 
Board actuaries the social security system could pay these benefits 
based on railroad service and still be money ahead as against having 
covered railroad employment under the social security system. 

Mr. Bennerr. You mean without getting any contribution from 
railroad retirement? ; 

Mr. Scuorensr. Yes. Now Mr. Mvers of the Social Security Board 
estimates that it will not completely offset it, but even under his 
estimates those savings would substantially offset it. He, estimates 
the transfer in the other direction of seven-tenths of a percent of 
payroll. 

Mr. Bennerr. Under the present law dual benefits may be paid 
under social security and railroad retirement? 

Mr. ScuHorene. So far as retirement benefits are concerned, not to 
survivors. 

Mr. Bennerr. So that a man having 30 years’ service under rail- 
road retirement being under 65, if he got his year and a half under 
social security he could draw both pensions? 

Mr. Scuorene. That is true under present law, yes. 

Mr. Bennerr. Is that happening in a good many cases? 

Mr. Scuorene. I do not know in how many cases it happens, but I 
would say in a substantial number, yes. 

Mr. Bennerr. Under your bill you would in such a case reduce 
the railroad retirement benefits by limiting it to earned credits or a 
salary upon which tax would be paid? 

Mr. Scnorene. Either by so limiting it or by deducting the amount 
that is received by way of social security benefit, whichever results 
in the lesser reduction. 

Mr. Bennerr. Mr. Chairman, I have some other questions, but I 
do not want to hold the committee up. Is Mr. Schoene coming back 
again? 
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Mr. Beckworrn. Mr. Chairman, I ask unanimous consent to in- 
clude the statement of the Chairman of the Railroad Retirement 
Board in the record. 

The CuartrMan. So ordered. 

(The statement follows:) 


STATEMENT OF WILLIAM J. KENNEDY, CHAIRMAN, RAILROAD RETIREMENT BoarpD 


Mr. Chairman and members of the committee, my name is William J. Kennedy, 
and I am Chairman of the Railroad Retirement Board. 

The Board has recently filed with your committee a favorable report on the bill 
H. R. 3669, and I now appear in behalf of the Board to urge the speedy enactment 
of this bill, the purpose of which is to provide much needed increase in benefits to 
railroad workers and their families, 

For several years now, the scale of the benefits to railroad workers and their 
families has lagged far behind the steadily rising cost of living and wage rates. 
The Board, the standard railway labor organizations, and many Members of 
Congress have been seriously concerned with the inadequacy of these benefits in 
view of the steadily rising price level. When the formula for computing retire- 
ment annuities was adopted 14 years ago, annuities bore a reasonable relationship 
to current wages and to the cost of living. But since that time, prices have sky- 
rocketed and wages have not been far behind. 

The only general increase in railroad retirement benefits was one of 20 percent, 
provided by Public Law 744, Eightieth Congress, in 1948. But even at that time, 
it was clear that the increase was far from adequate. The same is true of survivor 
benefits of deceased railroad employees. The formula for computing survivor 
benefits was established before the beginning of the present inflationary period. 
Although these benefits were set up by the amendments of July 1946, the formulas 
were established in 1944, when the bill was first introduced in Congress. Thus, 
you can see that in one instance benefits were increased, but not enough; and in the 
other, there was no increase whatsoever. That is the picture we have at this time. 
In both cases, it has meant extreme hardship for the hundreds of thousands of 
persons who depend on these benefits for sustenance, and even survival. 

I think you will agree with me that the greatest sufferers from the present wave 
of price inflation are those people who are trying to exist on a fixed income, such 
as pensions and annuities. They are trying to get along on a fixed number of 
dollars each month. And these dollars are buying less and less as the cost of the 
basic necessities of life soars higher and higher. The end result of this situation 
is that these people are driven to accept lower living standards. It is indeed a 
desperate prospect for them. And I Citak it will be granted that it will be almost 
impossible to bring prices down to a level which would bring any real relief to 
such people. There is little need for me to dwell further on the dire need for the 
increase benefits called for by H. R. 3669. Upon the enactment of this bill, 
there will again be a reasonable relationship between benefits and wages and 
cost of living. 

This committee is well aware of the fact that railroad workers have led the way 
in social insurance in this country. This leadership became manifest in 1935 
when Congress passed the original Railroad Retirement Act. There was general 
agreement until recently that the railroad retirement system was without peer 
among plans of its kind. However, with the passage of the 1950 amendments 
to the Social Security Act, and the gains made in the past year or two by employees 
in many industries through the adoption of company pension plans, the railroad 
system has fallen behind. 

The Board feels that railroad employees, in view of the substantial contribu- 
tions they have been making to their system, are fully entitled to the increase in 
benefits they are seeking in this bill. As you know, the railroad retirement 
system is financed by a tax of 6 percent of wages up to $300 a month on employees 
and a like amount on their employers. This tax rate is scheduled to rise to 6% 
percent beginning next January. The Board believes that the payroll tax on 
employees and employers for the maintenance of the railroad retirement system 
should not be increased further. In considering what other method could be 
provided to finance the cost of additional benefits for railroad workers and their 
families, the Board has examined all of the bills introduced in this session of 
Congress for the purpose of increasing benefits under the Railroad Retirement 
Act and has applied three tests to each of them. These tests are (1) the increase 
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in benefits must conform with the high payroll taxes paid by railroad employees 
and their employers; (2) the added benefits must be financed by a method other 
than increasing taxes; and (3) the added benefits and the method of financing 
them must be such as not to affect the financial soundness of the system. 

The Board has found that the bill H. R. 3669 is the only cne of these bills which 
meets all three tests. Briefly, this bill accomplishes the following: 


I. INCREASE IN BENEFITS 


1. It provides, on the whole, substantial increases in retirement benefits. On 
the average, those row in effect will be increased almost 30 percent. Increases in 
future benefits will be somewhat higher. The increases result from a combination 
of several features of the bill, as follows: 

(a) The bill liberalizes the basic formulas used in computing benefits. The 
annuity factor—that is, the amount of annuity per year of service—is increased 
to the sum of 2.8 percent of the first $50 of monthly compensation, 2 percent of 
the next $100, and 1.4 percent of the remainder. Minimum annuities are increased 
to the least of: (1) $4.10 times the number of vears of service, (2) $68, or (3) the 
monthly compensation. These changes alone would provide increases averaging 
about 14% percent. They would provide an immediate increase in the maximum 
of $144 payable at present to $165 or, if a wife’s annuity is included, to $215. 
Eventually, higher annuities will be possible. 

(b) It adds benefits for wives and dependent husbands of retired employees over 
age 65, payable when the spouse is also over age 65, or, in the case of a wife, when 
she has a minor child in her care. These benefits are equal to one-half of the 
employee’s annuity, but cannot be more than $50. . 

In order for a dependent husband to get a benefit at age 65, he must have been 
receiving at least one-half of his support from the employee at the time her annuity 
or pension began. In any event, the wife or husband, at the time of filing the 
application, must have been married to the employee for at least 3 vears, or must 
be the parent of the employee’s child. Also, he, or she, must be a member of the 
same household as the employee, or must be receiving regular contributions from 
the employee. 

This is a very important change because approximately 40 percent of the indi- 
viduals over age 65 now on the retirement rolls have wives over age 65, and some 
have wives under 65 with minor children in their care. 

(c) The bill increases, beginning with 1952,:the amount of compensation that 
may be credited toward benefits from a maximum of $300 in any one month to 
$400. This change takes account of the growing disparity between railroad wage 
rates and benefits. This provision will, at present, affect about one-half of all 
railroad employees, because that many are earning more than $300 a month, 

(d) It allows credit for service after age 65. The present law does not, even 
though taxes are paid on that service. For several years now, employees have 
been complaining over this provision. They believe, and I agree with them, 
that they should not be denied credit for service on which they must pay taxes. 
The new provision will have little or no effect on employees who have 30 years 
of service (including service before 1937) by the time they reach age 65, but 
will be very important for all others. 

(e) The bill restores, upon the death of the spouse, any reduction which has 
been made in an employee’s annuity because of a joint-and-survivor election, 
At present, this reduction is continued even when the wife predeceased the 
employee. Employees complain that they should not be required to continue 
taking this reduction after it is known that the benefit which was intended for 
the wife will never be paid. This provision is of great importance to the 3,000 
persons now receiving joint-and-survivor annuities. 

(f) It provides a special over-all minimum to assure that railroad employees 
will not receive smaller benefits than they would have received under the Social 
Security Act if their railroad service had been covered by that act. This provision 
is necessary because otherwise it would be possible for some benefits, usually 
those based on less than 15 years of service, to be less than a similar benefit 
would be under the Social Security Act. In view of the higher taxes railroad 
employees pay, the Board believes that they should not receive less under the 
Railroad Retirement Act than they would receive had their railroad service been 
credited under the Social Security Act. 

(2) The bill also provides, on the whole, substantial increases in survivor 
benefits. The average increase in monthly benefits to a surviving family will be 
about 80 percent for those awarded in the immediate future. The increases are 
accomplished as follows: 
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(a) The bill liberalizes the basic formulas used in computing these benefits. 
At present, survivors’ benefits are derived from a figure known as the “basic 
amount.”” The bill substitutes for this basic amount a “survivor’s insurance 
annuity.”’ As at present, the computation is based on combined railroad and 
social security earnings after 1936. The formula proposed by the bill is 40 percent 
of the first $100 of average earnings, plus 10 percent of the remainder, plus $1.00 
for each of the employee’s years of service after 1936. A minimum of $20 is 
established. In cases of certain employees now on the retirement rolls who did 
not have enough service after 1936, an alternative method of computation is 
provided. 

A widow will receive a full survivor’s insurance annuity, except that if she 
had been receiving a wife’s annuity, she may receive no less as a widow than she 
received as a wife. If there is one eligible child, that child will receive a full 
survivor’s insurance annuity. If there is more than one child, each would receive 
two-thirds of the survivor’s insurance annuity and an additional one-third would 
be distributed among all the children. If there are eligible parents, each one 
receives the full survivor’s insurance annuity. The maximum that may be paid 
to a family is raised to 225 times the survivor’s insurance annuity. This is the 
‘amount that will be paid to a widow and two children. 

When there is no survivor eligible for immediate monthly benefits a lump- 
sum payment equal to 12 times the survivor’s insurance annuity is payable. If 
monthly benefits are payable immediately, a lump-sum benefit equal to four 
times the survivor’s insurance annuity is payable, and one year after the em- 
ployee’s death a further lump-sum may be payable equal to the difference, if 
any, between 8 times the survivor’s insurance annuity and the monthly benefits 
paid during the year. 

Before the 1950 amendments to the Social Security Act, survivor benefits 
paid on the death of railroad employees were superior to the OASI benefits. 
This was considered proper because of the higher taxes railroad employees pay. 
Since those amendments have been in effect, the situation is reversed. It is the 
Board’s contention that the Railroad Retirement Act benefits should now be 
raised to a level above those paid under social security. Again, the reason being 
the higher tax on railroad employees. 

(b) The bill also provides annuities for dependent widowers over age 65 and 
for dependent divorced wives caring for minor children. The amounts are the 
same as those payable to widows. In order for the dependent husband of a 
deceased woman employee to receive benefits, he must have been receiving at 
least one-half of his support from his wife at the time she died or retired. Simi- 
larly, a divorced wife must have been receiving at least one-half of her support 
from the employee at the time of his death. 

(c) It liberalizes the conditions under which annuities may be paid to parents 
and adopted minor children. The provision in the present Act which requires that 
a child’s annuity be terminated upon the child’s adoption has been eliminated in 
cases in which the child is adopted by a stepparent, grandparent, aunt, or uncle. 
Also, the provision for withholding benefits from a child over 16 who is not at- 
tending school is elininated. A parent may receive benefits if he was receiving 
one-half of his support from the employee, and the requirement that the parent 
must file proof of his dependency within 2 vears after the employee’s death is 
removed, 

(d) The bill increases to $400 the maximum amount of compensation that may 
be credited, after 1951, toward the payment of survivor benefits. It also increases 
to $400 the average earnings that mav be used in figuring benefits when only rail- 
road employment is involved and to $300 when social security earnings are added. 

(3) The special over-all minimum which I discussed previously in connection 
with retirment benefits also applies to survivor benefits. That is, the total of 
monthly survivor benefits under the Railroad Retirement Act may be no less than 
those that would be payable under the Social Security Act had the emplovee’s 
railroad service been credited under the latter act. 

All of the above provisions will result in new or inereased benefits under the 
Railroad Retirement Act. There are other important provisions in H. R. 3669 
which I would like to discuss briefly. 

The bill imposes a limited restriction against the receipt of retirement benefits 
under both the railroad retirement and social security systems. This is provided 
for by reducing an emplovee’s annuity or pension by the amount of any old-age 
benefit to which he may simultaneously be entitled under the Social Security Act. 
The annuity, however, may not be reduced below the amount that would be pay- 
able on the basis of railroad service after 1936 alone. The wife’s or husband’s 
benefit is reduced to one-half of the employee’s reduced annuity or pension. 
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The bill also makes important changes in the work clause for retired employees. 
Under the present law, a retired employee cannot draw his annuity for any month 
in which he works in the railroad industry or for the person by whom he was last 
employed before his annuity began. Under this bill, an annuitant under age 75 
will also have to give up bis annuity for any month in which he earns more than 
$50 in work covered by the Social Security Act. But an employee under age 65 
who is receiving a disability annuity may earn up to $100 a month in such em- 
ployment. These restrictions against social security employment do not apply, 
however, toemployment in which the annuitant is engaged on the enactment date. 

The bill removes from the application of the law employees who retire with less 
than 10 years of railroad service, and, likewise, the survivors of employees who die 
with less than 10 vears of railroad service. The Social Security Act is amended 
so that the railroad service of such employees is credited as employment under 
that act. 

The effect of this provision is to limit the application of the law to career em- 
plovees of the railroad industry. The railroads offer employment to many thous- 
ands of casual workers who, over the period of their working lives, fail to acquire 
as much as 10 years of service. This means that most of the work they perform 
comes within the coverage of the Social Security Act. Up until now, we have not 
had a great many applications for retirement annuities from people with less than 
10 vears of service, but as time goes on, the number will increase greatly. Even- 
tually, the overwhelming majority of the applications we receive for retirement at 
age 65 or later will be from persons with less than 10 years of service. Under the 
provision of this bill, these people will be turned over to the social-security system 
and their railroad service will be considered the same as though it had originally 
been performed under the social-security system. Thus, their scattered service 
credits will be unified under one system. Since the benefits will be paid under 
the Social Security Act, both the computation of the benefits and the work clause 
under that act will apply. 


Il. METHOD OF FINANCING 


To support the higher benefits, the bill provides two additional sources of 


revenue. First, the bill raises the tax base under the Railroad Retirement Tax 
Act from $300 to $400 a month. Seeond, it contains a provision under which, in 
effect, the Federal Old-Age and Survivors Insurance Trust Fund will reimburse the 
railroad retirement account to the extent necessary to put the social-security 
system in the same position in which it would have been except for the separate 
existence of the railroad retirement system. The bill, in substance, declares it 
to be the congressional policy that the social-security system shall neither profit 
nor lose from the existence of the separate railroad retirement system. Because 
the railroad retirement system covers an older group and a group which is in other 
respects a higher-cost segment of the national working population, it has achieved 
savings to the social-security system by removing that higher-cost segment from 
the coverage of that system. The bill utilizes these savings for increasing benefits 
under the railroad retirement system without increasing the tax rates for the 
maintenance thereof. 

In the opinion of the majority of the Board, these savings plus the additional 
revenue to be obtained from the tax base of $400 a month will provide sufficient 
additional funds to maintain the railroad retirement account in a sound financial 
condition. 

Ill, FINANCIAL SOUNDNESS OF SYSTEM 


It appears that there is a difference of about 1% percent between the total tax 
rate and the estimated actuarial level cost of the system as it would be amended 
by the bill. But in the opinion of the majority of the Board this does not require 
an increase in the tax rate to maintain the system on a financially sound basis. 
The railroad retirement system was in a similar position in 1948. During the 
hearings on the bill which was later enacted as Public Law 744, 80th Congress, it 
was shown that the increase in retirement annuities then proposed would result 
in a total cost of a little over 1 percent above the established tax rate. Then, as 
now, the Board concluded that the enactment of the 1948 amendments would not 
impair the financial soundness of the railroad retirement system. Congress was 
of the same opinion, and the 1948 bill was enacted. Within a very short time 
thereafter, both the Board and the Congress were vindicated. The latest actuar- 
ial valuation of the railroad retirement system showed it to be financially sound. 
Moreover, we know now that economic conditions are more favorablé today than 
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were anticipated in our earlier valuations, and we expect these conditions to con- 
tinue for some years. Favorable conditions in the railroad industry mean, of 
course, higher railroad payrolls and more income for the railroad retirement system. 
The Board therefore requests and urges the speedy enactment of the bill. 
Before closing, Mr. Chairman, I wish to make one more observation. During 
the hearings in the Senate Subcommittee on Labor and Public Welfare on the 
companion bill 8S. 1347, there was some discussion about the 3-percent interest 
provided for in section 15 of the Railroad Retirement Act for amounts credited 
to the Railroad Retirement account. In order to avoid any impression that the 
3 percent rate is out of the ordinary, I want the record to show the interest earned 
by the several trust funds which are invested in Government securities, as follows: 
Percent 
Adjusted service certificate fund 
Alaska Railroad retirement fund) 
Canal Zone retirement fund f 
Civil service retirement fund (A quarter of one percent of the fund is at 3 per- 
cent) ae suk ; 
Foreign service retirme nt fund... Se RR Be 
Government life insurance fund (Ins. World War I Veteran) 
National service life insurance fund (World War II Veteran) --- 
Railroad retirement account - dey 
Old-age and survivors insurance trust fund, approximately _. “at SPe 


fais ntly merged with civil service fund 


The Cuarrman. The committee will stand adjourned. 

Mr. J. Carrer Forr (representing the Association of American 
Railroads). You are simply adjourning, not closing the hearing, 
Mr. Chairman? 

The CuarrMan. We are closing as far as I am concerned. 

Mr. Forr. May I make this suggestion, that the hearings not be 
closed at this time and that vour committee give consideration to 
hearing from the actuarial advisory committee, Mr. Holran and Mr. 
Overholser, from Mr. Myers, the chief actuary of the social security 
system, from Mr. Musher, the chief actuary of the Railroad Retire- 
ment Board, from a representative of the Budget Bureau, and from 
Mr. Matscheck, the director of research of the Railroad Retirement 
Board? 

I say that to you, Mr. Chairman, for this reason, that our motive, 
and I speak for the railroads here, is exactly the same as yours, and 
that is to have a sound system. When we had actuary after actuary 
appear on the Senate side and say that this bill would put the system 
on the rocks, as Mr. Overholser said and as Mr. Latimer said, would 
wreck the system, make it insolvent, we naturally want to find out 
all we can about it. 

The CHarrMan. Nobody has decided yet what is going to be 
reported or not reported. Our job is to try to find out what is best 
to be done. 

Mr. Forr. I wanted to make this suggestion on the record because 
I do believe that your committee would find it worth while. 

The CuarrmMan. As I am told, those statements to which you refer 
have already been gone into on the Senate side. 

Mr. Forr. That is correct, if every member of your committee 
could r rad those hearings. 

The Cuarrman. Well, we will see that they get copies and I will 
have them sent to them. 

Mr. Forr. This system costs $500,000,000 a year, more than the 
entire net income of the railroads was in 1949. This is a matter of 
overwhelming importance, and I ask that your committee take every 
possible step to see that it is fully advised before it acts. 
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The CHarrMan. I assure you that I am anxious not to have this 
system wrecked. I want to give every thought to what can be done 
to do the right thing. Perhaps we will bring those people into the 
executive session to help us. 

The committee will stand adjourned now. 

(The following statements were submitted for the record :) 


STaTeMENT oF Hon. Hucna D. Scort, Jr., A REPRESENTATIVE IN CONGRESS 
From THE STATE OF PENNSYLVANIA 


Mr. Chairman: During the course of the hearings that are now being held on 
H. R. 3669 and other bills to amend the Railroad Retirement Act, I have given 
very careful consideration to all the problems with which we are faced. First 
of all, and I am sure that my colleagues will agree with me, we are confronted 
with the problem of acute need on the part of those who are covered by the 
benefit provision of the retirement act. The increasing rise in the cost of living 
for which no solution seems to be immediately at hand, makes it necessary that 
we give the utmost relief to those who are eking out a meager existence within 
the narrow confines of a fixed income. 

Faced with the necessity of giving relief to those who are so hard-pressed, we 
are also mindful of our responsibility to maintain the financial integrity of the 
railroad retirement fund. Therefore, our task must be to give the utmost of 
relief to the pensioners, annuitants and survivors, while at the same time main- 
taining the strength of the retirement act. 

There have been many divergent points of view expressed in these hearings. 
Many possible avenues of exploration have been suggested. I think it necessary 
that we carefully consider all of these suggestions and do everything that we can 
to make certain that the bill that is finally reported out be workable. 

For my part, I feel very strongly that certain inequalities as between the social 
security system and the railroad retirement system must be erased. We cannot 
justify continuing a system whereby railroad workers are paying some three times 
as much as social security emplovees, while at the same time social security- 
coverage in some respects is better than railroad retirement coverage. Therefore, 
the proposed spouse’s benefit as contained in H. R. 3669 should be adopted. 
In addition, the survivor’s benefits under the retirement system must be increased 
to a level at least equal to social security and if possible, in excess of social security. 
Inasmuch as H. R. 3669 is the only bill before this committee containing such 
a feature, it would seem to me advisable to adopt that approach. 

Much has been said before this committee concerning the priority of this group 
or that group in connection with the railroad retirement system. It is difficult 
to adequately weigh the relative priority of one group as against another group in 
any retirement plan whose policy control is vested in the Congress. It would 
seem to me very unwise for the Congress to make any attempt to differentiate 
between one group of beneficiary or another. The only feasible approach to this 
problem seems to me to be the suggestions contained in H. R. 3669 which bring 
the railroad retirement system to a par and somewhat beyond the social security 
system, as well as affording badly needed relief in all of the categories covered 
by this Act. I am hopeful that the committee can proceed to expeditious handling 
of this matter in order that we may get the bill on the floor as quickly as possible. 


SraTeEMENT oF Hon. Frep E. Busrey, A REPRESENTATIVE IN CONGRESS FROM 
THE STATE OF ILLINOIS 


Mr. Chairman and members of the committee, coming as I do from a railroad 
family, I have an intense and sincere interest in seeing that the Railroad Retire- 
ment Act is amended to correct certain provisions of the act which I am sure 
everyone agrees contains injustices. 

My father spent practically his entire life working for the Illinois Central Rail- 
road and the Grand Trunk Railroad System. At an early age I started as a water 
boy in what is generally referred to as a construction gang on the railroad. Later 
I worked as a call boy for train crews, as a boilermaker’s helper in the roundhouse, 
was fireman of stationary engines, including pile drivers in the construction de- 
partment and later in the engineering department. From this one can readily 
see that I should be familiar at least to some extent with the problems confronting 
those people employed in the great railroad industry. 
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First of all I wish to state that, in mv opinion, it is dangerous to have men over 
65 vears of age operating our modern, high-speed trains. The evidence shows that 
in practically every big railroad wreck that has taken the lives of many people the 
engineer was over 65 vears of aze. 

I point with a great deal of pride to the fact. that I was a member of the Inter- 
state and Foreign Commerce Committee during the Eightieth Congress, which 
brought about an inerease of 20 percent in pensions under the Railroad Retire- 
ment Act. This was the first increase given for pensions since the act went into 
effect. While this was a start in the right direction, it certainly did not go far 
enough in bringing about a proper adjustment to compensate for the decreased 
purchasing power of the dollar, nor did it correct some of the injustices which still 
exist. 

One of the injustices which I believe should be corrected at a very early date 
has to do with the millions of people who are carried on the rolls of the Retire- 
ment Board who, in my opinion, should be removed. By the removal of these 
names, the workload of the Railroad Retirement Board would be cut materially, 
resulting in more efficient operation. Another reason this should be done is, | 
believe, that the personnel of the Railroad Retirement Board could be cut a 
minimum of 50 percent, thereby reducing the overhead by a corresponding 
amount. This operation alone would make it possible for the real recipients of 
benefits to have them increased materisily without increasing the assessment 
and still have the fund remain actuarially sound. Another injustice that should 
be corrected is the discrimination that exists between the retirement age of women 
and men, women being permitted to retire at 60 years of age while the men are 
compelled to work until they are 65 vears of age or forfeit a sizable percentage of 
their benefits. 

While the above procedures would not correct all the injustices, it certains 
would be another step in the right direction and could be pointed to as an accom- 
plishment of the Eighty-second Congress, | wish to take this opportunity to 
pay my respects particularly to Mr. Thoinas Stack, president of the National 
Railroad Pension Forum, Inc. It has been my honor and pleasure to have known 
Mr. Stack personally for many years. Prior to his activities in organizing the 
National Railroad Pension Forum we were neighbors in Chicago for nearly 30 
vears and I have always found him to be an outstanding, civie-minded, patriotic 
citizen. I do not believe there is a more sincere man in the entire United States 
when it comes to devoting his time, talents, and efforts to improve the pension 
benefits of railroad emplovees. I am sure he believes as strongly in what he is 
trying to accomplish and what he is doing as a man who is called to the service 
of God in administering to the people spiritually or as a member of the medical 
profession. In his visits to Washington in behalf of the railroad employees, in 
appearing before congressional committees, and in talking with Members of Con- 
gress individually, his sincerity of purpose and knowledge of the facts of the situ- 
ation have done much to warrant the respect of everyone with whom he has come 
in contact. I have also had the pleasure of many conferences with the Public 
Relations Director of the National Railroad Pension Forum, Mr. Walt Sands, 
and know that he, too, has made a great personal sacrifice and4devoted himself 
unselfishly to serve the members of the National Railrozd Pension Forum. Mr. 
Chairman and members of the committee, in conclusion I wish to thank vou for 
the opportunity of presenting mv personal testimony regarding this situation and 
I sincerely trust that in vour deliberations in executive session in vour wisdom 
you will see fit to correct some of the situations | have mentioned and report 
out a bill that the Members of the House of Representatives can conscientiously 
support unanimously. 


(Whereupon, at 3:14 p. m., the hearing was closed.) 


(After the close of the hearings, H. R. 4641 was intreduced. This 
bill and the report of the Railroad Retirement Board thereon are as 
follows: ) 


{H. R. 4641, 82d Cong., Ist sess.) 
\ BILL To amend the Railroad Retirement Act, and for other purposes 


Be it enacted by the Senate and House of Representatives of the United States of 
America in Congress asse mbled, That section 1 of the Railroad Retirement Act 
of 1937, as amended, is amended by adding after subsection (p) thereof a new 
subsection reading as follows: 

‘“‘(q) The terms ‘Social Security Act’ and ‘Social Security Act, as amended,’ 
shall include the Social Security Act as amended in 1950.” 
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Sec. 2. Subsection (a) of section 2 of the Railroad Retirement Act of 1937, as 
amended, is amended by striking out the next to the last sentence of such sub- 
section. 

Sec. 3. Subsection (c) of section 2 of the Railroad Retirement Act of 1937, as 
amended, is amended by substituting for the phrase ‘‘sixty days’’, the phrase 
“six months’’. 

Src. 4. Subsection (d) of section 2 of the Railroad Retirement Act of 1937, as 
amended, is amended by inserting in the first sentence ‘‘(i)”’ after ‘“individual”’ 
and@’by changing the period at the end of the first sentence to a comma and inserting 
after the comma the following: “‘or (ii) is receiving an annuity under paragraph 
1, 2, or 3 of subsection (a), or under paragraph 4 or 5 thereof after attaining age 
sixty-five, is under the age of seventy-five, and shall earn more than $50 in ‘wages’ 
or be charged with more than $50 in ‘net earnings from self-employment’, or 
(iii) is receiving an annuity under paragraph 4 or 5 of subsection (a), is under the 
age of sixty-five, and shall earn more than $100 in ‘wages’ or be charged with 
more than $100 in ‘net earnings from self-employment’.”’ 

Sec. 5. Section 2 of the Railroad Retirement Act of 1937, as amended, is 
amended by adding after subsection (d) thereof the following new subsection: 

“(e) For the purpose of this section and of subsection (i) of section 5, ‘wages, 
shall mean wages as defined in section 209 of the Social Security Act, without 
regard to subsection (a) thereof; and ‘net earnings from self-employment’ shall be 
determined as provided in section 211 (a) of the Social Security Act and charged 
to correspond to the provisions of section 203 (e) of that Act.”’ 

Sec. 6. Subsection (a) of section 3 of the Railroad Retirement Act of 1937, 
as amended, is amended by changing ‘2.40’ to ‘'2.64’’, “1.80” to “1.98”, and 
1.20" to “1.32”. 

Sec: 7. Subsection (b) of section 3 of the Railroad Retirement Act of 1937, as 
amended, is amended by adding after paragraph (4) thereof a new paragraph 
reading as follows: 

(5) The retirement annuity or pension of an individual shall be reduced, 
beginning with the month in which such individual is, or on proper application 
would be, entitled to an old-age insurance benefit under the Social Security Act, 
as follows: (i) in the case of the individual’s retirement annuity, by that portion 
of such annuity which is based on his years of service and compensation before 
1937, or by the amount of such old-age insurance benefit, whichever is less, and 
(ii) in the case of the individual’s pension, by the amount of such old-age insurance 
benefit.”” 

Sec. 8 Subsection (e) of section 3 of the Railroad Retirement Act of 1937, as 
amended, is amended by changing the phrase “subsection 2 (a) (3)”’ to “section 
2 (a) 3’’; by changing ‘‘33.60” to “$3.96”, and “$60” to “S66”, and by changing 
the period at the end of the subsection to a colon and inserting after the colon 
the following: “Provided, however, That if for any entire month in which an annuity 
accrues and is payable under this Act the annuity to which an employee is entitled 
under this Act (or would have been entitled except for a reduction pursuant to 
section 2 (a) 3 or a joint and survivor election), is less than the amount of the 
old-age insurance benefit, or the additional old-age insurance benefit, which would 
have been pavable to him for such month under the Social Security Act (disregard- 
ing any possible deductions under subsection (f) of section 203 thereof) if such 
emplovee’s service as an employee after December 31, 1936, were included in the 
tern ‘employment’ as defined in that Act and quarters of coverage were deter- 
mined in accordance with section 5 (1) (4) of this Act, such annuity shall be in- 
creased to such amount or such additional amount.” 

Src. 9. Subsection (a) of section 5 of the Railroad Retirement Act of 1937, as 
amended, is amended by inserting ‘‘and Widower’s” after ‘‘Widow’s’’; by inserting 
“or widower” after ‘‘widow’’; by inserting ‘“‘or his’’ after ‘“‘her’’, and by inserting 
“or he” after “‘she’’. 

Sec. 10. Subsection (c) of section 5 of the Railroad Retirement Act of 1937, as 
amended, is amended by substituting for the phrase ‘an annuity for each month 
equal to one-half of the employee’s basic amount” the following: “an annuity 
for each month equal to three-fourths of such emplovee’s basic amount: Provided, 
however, That if the emplovee is survived by more than one child entitled to an 
annuity hereunder, each such chiid’s annuity shall be (i) one-half of the emplovee’s 
basic amount plus (ii) one-fourth of such basic amount divided by the number of 
children.” 

Sec. 11. Subsection (d) of section 5 of the Railroad Retirement Act of 1937, as 
amended, is amended by inserting ‘“‘, no widower,” after ‘‘widow’’, and substituting 
the phrase ‘‘three-fourths”’ for the phrase ‘“‘one-half’’. 
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Sec. 12. Subsection (e) of section 5 of the Railroad Retirement Act of 1937, as 
amended, is amended by striking out all after the phrase ‘“‘whose death’”’ and 
substituting the following: “‘the same two or more children are entitled to annuities 
for a month under subsection (c), any application of each such child shall be 
deemed to be filed with respect to the death of only that one of such employees 
from whom may be derived a survivor’s insurance annuity for each child under 
subsection (c) in an amount equal to or in excess of that which may be derived 
from any other of such employees.” 

Sec. 13. Subsection (f) (1) of section 5 of the Railroad Retirement Act of 1937, 
as amended, is amended by striking out from the first sentence the clause “‘who 
will have died leaving no widow, child, or parent who would, on proper applica- 
tion therefor, be entitled to receive an annuity under this section for the month 
in which such death occurred”’; by substituting the phrase ‘‘three times’’ for the 
phrase “‘eight times’’ where it appears in said first sentence, and by striking out 
the fourth sentence. 

Sec. 14. Subsection (f) (2) of section 5 of the Railroad Retirement Act of 1937, 
as amended, is amended by inserting ‘‘, widower,” after the word ‘“‘widow’’ wherever 
this word appears; by inserting ‘“‘or her’ after the words “his” and “him” wher- 
ever these words appear; by inserting immediately before ‘‘, or to other’ in the 
first sentence the following: “, and to others deriving from him or her, during his 
or her life,’’; by changing the period at the end of said subsection to a comma and 
by inserting after the comma the following: “‘except that the deductions of the 
benefits paid pursuant to subsection (k) of this section, under section 202 of the 
Social Security Act, during the life of the employee to him or to her and to others 
deriving from him or her, shall be limited to such portions of such benefits as are 
payable solely by reason of the inclusion of service as an employee in ‘employ- 
ment’ pursuant to said subsection (k).” 

Sec. 15. Subsection (g) (2) of section 5 of the Railroad Retirement Act of 1937, 
as amended, is amended to read as follows: 

“(2) If an individual is entitled to more than one annuity for a month under 
this section, such individual shall be entitled only to that one of such annuities 
for a month which is equal to or exceeds any other such annuity. If an individual 
is entitled to an annuity for a month under this section and is entitled, or would 
be so entitled on proper application therefor, for such month to an insurance 
benefit under section 202 of the Social Security Act, the annuity of such individual 
for such month under this section shall be only in the amount by which it exceeds 
such insurance benefit. If an individual is entitled to an annuity for a month 
under this section and also to a retirement annuity, the annuity of su¢h individual 
for a month under this section shall be only in the amount by which it exceeds 
such retirement annuity. 

Sec. 16. Subsection (h) of section 5 of the Railroad Retirement Act of 1937, 
as amended, is amended to read as follows: 

“(h) Maximum Annurty Totats.—Whenever according to the provisions of 
this section the total of annuities payable for a month with respect to the death 
of an employee, after any adjustment pursuant to subsection (g) (2) and after 
any deductions under subsection (i), exceeds $150, or is more than $40 and exceeds 
80 per centum of his average monthly remuneration, such total of benefits shall, 
after any deductions under this section, be reduced to $150 or to 80 per centum 
of his average monthly remuneration, whichever is the lesser, but in no case to 
less than $40, except that when any of the individuals entitled to an annuity 
under this section with respect to the death of an employee would (but for the 
provisions of subsection (c) of this section) be entitled to a child’s insurance 
annuity with respect to the death of one or more other employees, such total of 
benefits shall, after any deductions under this section, be reduced to $150 or to 
80 per centum of the sum of the average monthly remuneration of all such em- 
ployees, whichever is the lesser, but in no case to less than $40. Whenever a 
reduction is made under this subsection, each annuity shall be proportionately 
decreased.”’ 

Sec. 17. (a) Subsection (i) of section 5 of the Railroad Retirement Act of 
1937, as amended, is amended by striking out subdivision (ii) of paragraph (1) 
and inserting in lieu thereof the following: 

“ii) is under the age of seventy-five and will have earned more than 
$50 in ‘net earnings from self-employment’; or’’. 

(b) Such subsection (i) is further amended by striking out subdivision (iii) 
thereof and by redesignating subdivision (iv) as subdivision (iii). 

Sec. 18. Subsection (j) of section 5 of the Railroad Retirement Act of 1937, 
as amended, is amended by striking out all of the third sentence thereof after the 
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phrase “the month in which’ (including the proviso), and substituting the fol- 
lowing: ‘‘eligibility therefor was otherwise acquired, but not earlier than the 
first day of the sixth month before the month in which the application was filed.” 

Sec. 19. (a) Paragraph (1) of subsection (k) of section 5 of the Railroad 
Retirement Act of 1937, as amended, is amended by inserting after the phrase 
“such date” the following: ‘and for the purposes of section 203 of that Act’’; 
by substituting in said paragraph ‘210 (a) (10)’ for “209 (b) (9)’’; and by in- 
serting at the end of said paragraph (1) the following sentence: ‘‘In the application 
of the Social Security Act pursuant to this paragraph to service as an employee, 
all service as defined in section 1 (¢) of this Act shall be deemed to have been 
performed within the United States.”’ 

Sec. 20. (a) (1) Paragraph (1) of subsection (1) of section 5 of the Railroad 
Retirement Act of 1937, as, amended, is amended by inserting ‘‘ ‘widower’,” 
after “ ‘widow’,”’ where this word first appears; by substituting ‘‘216 (ce), (e), 
and (g)” for ‘209 (j) and (k)’’, and by substituting ‘‘202 (h)’’ for ‘‘202 (f)’’. 

(2) The said paragraph (1) is further amended by striking out subdivision 
(i) thereof and inserting in lieu of such subdivision the following: 

(i) a ‘widow’ or ‘widower’ shall have been living with the employee at 
the time of the employee’s death; a widower shall have have received at 
least one-half of his support from his wife employee at the time of her death 
or he shall have recieved at least one-half of his support from his wife em- 
ployee at the time her retirement annuity or pension began. For the purposes 
of subsections (b) and (i) (1) (iii) of this section, the term ‘widow’ shall 
include @ woman who has been divorced from the employee if she (A) is 
the mother of his son or daughter, (B) legally adopted his son or daughter while 
she was married to him and while such son or daughter was under the age 
of eighteen, or (C) was married to him at the time both of them legally 
adopted a child under the age of eighteen; and if she received from the 
employee (pursuant to agreement or court order) at least one-half of her 
support at the time of the employee’s death, and the child in her care referred 
to in subsection (b) is the child described in clauses (A), (B), and (C) entitled 
to a survivor’s insurance annuity under subsection (c) with respect to the 
death of such employvee;’’. 

(3) The said paragraph (1) is further amended by inserting in subdivision (ii) 
after the phrase “‘such death’”’ the following: “‘by other than a stepparent, grand- 
parent, aunt or uncle’’; by substituting in subdivision (iii) for the phrase ‘‘shall 
have been wholly dependent upon and supported at the time of his death by” 
the phrase “shall have received at least one-half of his support from’’; by changing 
the semicolon after the phrase ‘“‘is claimed”’ in said subdivision (iii) to a period 
and striking out the portion of the sentence following that phrase. 

(4) Paragraph (1) of said subsection (1) is further amended by substituting 
for all the matter which follows subdivision (iii) the following: ‘‘A ‘widow’ or 
‘widower’ shall be deemed to have been living with the emplovee if the condi- 
tions set forth in section 216 (h) (2) or (3), whichever is applicable, of the Social 
Security Act are fulfilled. A ‘child’ shall be deemed to have been dependent 
upon a parent if the conditions set forth in section 202 (d) (3), (4), or (5) of the 
Social Security Act are fulfilled (a partially insured mother being deemed currently 
insured). In determining for purposes of this section and subsection (g) of 
section 2 whether an applicant is the wife, husband, widow, widower, child or 
parent of an employee as claimed, the rules set forth in section 216 (h) (1) of 
the Social Security Act shall be applied;’’. 

(b) Paragraph (4) of subsection (1) of section 5 of the Railroad Retirement 
Act of 1937, as amended, is amended by inserting after the table the following: 
“Tf upon computation of the compensation quarters of coverage in accordance 
with the above table an employee is found to lack a completely or partially in- 
sured status which he would have if compensation paid in a calendar year were 
presumed to have been paid in equal proportions with respect to all months in 
the year in which the employee will have been in service as an employee, such 
presumption shall be made.” 

(c) Paragraph (6) of subsection (1) of section 5 of the Railroad Retirement 
Act of 1937, as amended, is amended by striking ‘‘(a)’’ after “‘209”’ and by inserting 
after the word ‘‘Act’’, the following: “, and, in addition (i) ‘self-employment 
income’ as defined in section 211 (b) of that Act and (ii) wages deemed to have 
been paid under section 217 (a) of that Act on account of military service which 
is not creditable under section 4 of this Act’’. 

(d) Paragraph (7) of subsection (1) of section 5 of the Railroad Retirement 
Act of 1937, as amended, is amended to read as follows: 
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“‘(7) (A) An employee who died prior to September 1, 1950, will have been 
completely insured if it appears to the satisfaction of the Board that at the time 
of his death— 

“(j) he had a current connection with the railroad industry, and had a 
number of quarters of coverage in no case less than six and at least equal 
to one-half the number of quarters elapsing after 1936, or after the quarter 
in which he attained the age of twenty-one, whichever is later, and up to but 
excluding the quarter in which he attained the age of sixty-five years or died, 
whichever first occurred (excluding from the elapsed quarters any quarter 
which was not a quarter of coverage and during any part of which a retire- 
ment annuity was payable to him); or 

‘‘(ji) a pension was payable to him; or a retirement annuity based on ser- 
vice of not less than ten years (as computed in awarding the annuity) had 
begun to accrue to him before 1948; 

““(B) An employee who did not die prior to September 1, 1950, will have been 
completely insured if it appears to the satisfaction of the Board that at the time 
of his death— 

‘*(i) he had a current connection with the railroad industry, and had a 
number of quarters of coverage (whether acquired before or after such date), 
in no case less than six and at least equal to one-half of the number of quarters 
elapsing after 1950, or after the quarter in which he attained the age of twenty- 
one, whichever is later, and up to but excluding the quarter in which he at- 
tained the age of sixty-five years or died, whichever first occurred (excluding 
from the elapsed quarters any quarter which is not a quarter of coverage and 
during any part of which a retirement annuity will have been payable to 
him); or 

“(ii) he had a current connection with the railroad industry and forty or 
more quarters of coverage; or 

‘“‘(iii) a pension was payable to him; or a retirement annuity based on ser- 
vice of not less than ten years (as computed in awarding the annuity) had 
begun to accrue to him before 1948; 

““(C) When the humber of elapsed quarters specified in subparagraph (A) (i) 
or (B) (i) is an odd number, for the purpose of such subparagraph such number 
shall be reduced by one;’’. 

(e) Paragraph (8) of subsection (1) of section 5 of the Railroad Retirement Act 
of 1937, as amended, is amended to read as follows: 

**(8) An employee will have been ‘partially insured’ at the time of his death, 
whether before or after the enactment of this section, if it appears to the satisfac- 
tion of the Board that he will have had (i) a current connection with the railroad 
industry; and (ii) six or more quarters of coverage in the period ending with the 
quarter in which he will have died or in which a retirement annuity will have be- 
gun to accrue to him and beginning with the third calendar year next preceding 
the year in which such event occurs.” 

(f) Paragraph (9) of subsection (1) of section 5 of the Railroad Retirement Act 
of 1937, as amended, is amended by substituting ‘‘$3,600”’ for ‘‘$3,000”’; by insert- 
ing in the second proviso after the word ‘‘quarter’’ the following: ‘‘which is not a 
quarter of coverage and’’; by changing the period at the end of said paragraph to a 
colon and adding thereafter the following: ‘‘ Provided further, That if the exclusion 
from the divisor of all quarters after the first quarter in which the employee was 
completely insured and had attained the age of sixty-five and the exclusion from 
the dividend of all compensation and wages with respect to such quarters would 
result in a higher average monthly remuneration, such quarters, compensation and 
wages shall be so excluded: And provided further, That, in the case of an employee 
with respect to whom not less than six of the quarters elapsing after 1950 will have 
been quarters of coverage, if the exclusion from the divisor of all quarters prior 
to 1951 and the exclusion from the dividend of all compensation and wages with 
respect to such quarters would result in a higher average monthly remuneration, 
such quarters, compensation, and wages shall be so excluded.” 

(g) Paragraph (10) of subsection (1) of section 5 of the Railroad Retirement 
Act of 1937, as amended, is amended to read as follows: 


“(10) The term ‘basic amount’ shall mean— 

(i) for an employee who will have been partially insured, or completely 
insured solely by virtue of subparagraph 7 (A) (i) or by virtue of subpara- 
graph 7 (B) (i) or 7 (B) (ii) or both: 50 per centum of the first $100 of his aver- 
age monthly remuneration, plus 15 per centum of the next $200 of such aver- 
age monthly remuneration, except that if the basic amount thus computed 
is less than $20, it shall be increased to $20; 
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“(ii) for an employee who will have been completely insured solely by vir- 
tue of subparagraph 7 (A) (ii) or 7 (B) (iii): 50 per centum of the first $100 
of his monthly compensation, if an annuity will have been payable to him, or 
of the average monthly earnings on which his pension was computed if a 
pension will have been payable to him, plus 15 per centum of the next $200 
of such monthly compensation or earnings. If the average monthly earnings 
on which a pension payable to him was computed are not ascertainable from 
the records in possession of the Board, the amount computed under this sub- 
division shall be $40, except that if the pension payable to him was less than 
$35, such amount shall be four-thirds of the amount of the pension, or $20, 
whichever is greater. The term ‘monthly compensation’ shall, for the pur- 
poses of this subdivision, mean the monthly compensation used in computing 
the annuity; or j 

“(ii) for an employee who will have been completely insured under sub- 
paragraph 7 (A) (ii) or 7 (B) (iii) and also under either 7 (A) (i) or 7 (B) 
(ii): the higher of the two amounts computed in accordance with subdivi- 
sions (i) and (ii).” 

Sec. 21. All joint and survivor annuities heretofore and hereafter awarded 
shall be governed by the law under which the election of the joint and survivor 
annuity was made, except that the individual who made the election shall have 
the right to revoke the same in such manner and form as the Board may prescribe. 
An election shall be deemed to have been revoked if before or after the enactment 
hereof the spouse for whom the election was made predeceased the individual who 
made the election. Upon revocation of the election, or death of the spouse, as 
herein provided, the individual’s annuity shall be increased to the amount which 
would have been payable had no election been made; such increased annuity 
shall, subject to the provisions of section 2 (c) of the Railroad Retirement Act of 
1937, as amended, begin to accrue on the first of the calendar month following 
the calendar month in which the election was revoked or the spouse died but not 
before the calendar month next following the month of enactment hereof. 

Sec. 22. Section 17 of the Railroad Retirement Act of 1937, as amended,is 
amended by striking out “‘subsection (b) of’? and by adding to said section a new 
paragraph reading as follows: 

“The Board, the Federal Security Administrator, and the Bureau of the 
Budget are hereby authorized and directed to make a joint study of the relation- 
ship between the retirement and survivors benefits system provided for by this 
Act and the old-age and survivors insurance system provided for by the Social 
Security Act, and of the desirability of adjustments or coordination between the 
two systems. Among other forms, methods, or means of adjustment or coordi- 
nation to be studied, there shall be included: (1) the transfer of moneys between 
the Federal old-age and survivors insurance trust fund and the railroad retire- 
ment account which would be necessary to place the Federal old-age and survi- 
vors insurance trust fund in the same position it would have been in if services 
as an ‘employee’ under this Act after December 31, 1936, had been included in 
the term ‘employment’ as defined in the Social Security Act and in the Federal 
Insurance Contributions Act; (2) the reinsurance under the Social Security Act 
of employees under this Act with respect to all benefits payable under this Act 
to the extent of the amount thereof that would have been payable under the 
Social Security Act if services as an employee under this Act after December 31, 
1936, had been included in the term ‘employment’ as defined in the Social Secu- 
rity Act and in the Federal Insurance Contributions Act; and (3) the coverage 
under the old-age and survivors insurance system provided for by the Social 
Security Act of employees covered by this Act and the establishment of a sepa- 
rate supplemental retirement system for such employees. Not later than Jan- 
uary 1, 1952, the Board, the Federa! Security Administrator, and the Bureau of 
the Budget shall make a joint report to the President, to be submitted to the 
Congress, setting forth the results of their study and their recommendations for 
such legislation as will be necessary to carry into effect the conclusions reached 
therein.” 

EFFECTIVE DATES 


Sec. 23. (a) Except as otherwise specifically provided the amendments made 
by this Act shall take effect with respect to benefits accruing under the Railroad 
Retirement Act and the Social Security Act after the last day of the month in 
which this Act is enacted, irrespective of when service or employment occurred 
or compensation or wages were earned: Provided, however, That in the recompu- 
tation pursuant to this Act of retirement and survivor annuities heretofore 
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awarded, the monthly compensation and average monthly remuneration shall 
not be recomputed but shall be increased to the next highest multiple of $1. 

(b) The amendments made by sections 3 and 18 of this Act shall apply to 
benefits awarded in whole or in part after the enactment of this Act. 

(c) The amendments made by sections 4 and 17 with respect to ‘‘wages”’ from 
service, or to “‘net earnings from self-employment”’ shall not apply to “‘wages”’ 
from service, or to ‘“‘net earnings from self-employment” in which an individual 
(other than a disability annuitant under the age of 65) in receipt of an annuity 
on the enactment date hereof was engaged on such date without forfeiting the 
annuity. 

(d) The amendments made by sections 13 and 14 of this Act shall take effect 
with respect to deaths occurring after the enactment of this Act. 

(e) All pensions due in months following the first calendar month after the 
enactment hereof, shall be increased by 10 per centum. 

(f) The inerease in retirement annuities provided by this Act shall apply also 
to annuities heretofore awarded under the Railroad Retirement Act of 1935. 
The provisions of this Act shall not apply to annuities heretofore paid under the 
Railroad Retirement Acts in lump sums equal to their commuted values. 

(g) All recertifications required by reason of the provisions of this Act shall 
be made without application therefor. Reecomputations pursuant to section 8 of 
this Act shall be made only upon application therefor in such manner and form, 
and filed within such time as the Railroad Retirement Board may prescribe. 


RartLtroap RETIREMENT Boarp, 
Chicago 11, Lll., July 6, 1951. 


Hon. Rosperr Crosser, 
Chairman, House Committee on Interstate and Foreign Commerce, 
New House Office Buiiding, Washington 25, D. C. 
Dear Mr. Crosser: This is in response to your telegram of June 25, 1951, 
requesting a report on the bill H. R. 3755, as revised during the hearings thereon, 
and to your telegram of July 2, 1951, requesting a report on the bill H. R. 4641. 


The Board is informed that there is now before your committee a total of 
32 bills to amend the Railroad Retirement Act. With the exception of the bill 
H. R. 4641, the sponsors and opponents of all bills which have been referred to your 
committee were given the opportunity to be heard and the committee was given 
the opportunity to examine them thereon during the hearings which began on 
May 15 and ended on June 6, 1951. The bill H. R. 4641, however, was intro- 
duced on June 28, 1951, after the hearings were closed and the executive sessions 
on all other bills had begun. 

During the hearings above mentioned, extensive testimony was offered only 
with respect to the bills H. R. 3669 and H. R. 3755. In view of this, and since 
no testimony was offered with respect to the bill H. R. 4641, the Board believes 
that it would be helpful to the committee if a comparison of at least the major 
yrovisions were made between the bill H. R. 4641 on the one hand and the bills 
i. R. 3669 and H. R. 3755, as revised, on the other. 

The bill H. R. 4641 amends the Railroad Retirement Act as follows: 

(1) It increases retirement annuities and pensions under the Railroad Retire- 
ment Act by 10 percent. 

(2) It increases survivor benefits under the Railroad Retirement Act by making 
them payable under the same conditions, in approximately the same amounts, and 
to the same classes of survivors as under the Social Security Act. 

(3) It guarantees that in no case shall retirement annuities under the Railroad 
Retirement Act be lower than the benefits or additional benefits which would be 
payable under the Social Security Act, exclusive of benefits to dependents of 
retired emplovees, if service covered under the Railroad Retirement Act were 
“employment” under the Social Security Act. 

(4) It permits the cancellation of joint and survivor elections. 

(5) In cases where the employee is also entitled to retirement benefits under 
the Social Security Act it reduces the railroad retirement annuity by the amount 
of the social-security benefits or the portion of the annuity based on prior service, 
whichever is less. 

(6) It requires a joint study by the Railroad Retirement Board, the Federal 
Security Administrator and the Bureau of the Budget ‘‘of the relationship between 
the retirement and survivors benefits system provided for by this Act and the 
old-age and survivors insurance system provided for by the Social Security Act, 
and of the desirability of adjustments or coordination between the two systems.” 
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The cost of the Railroad Retirement Act, as it would be amended by H. R. 
4641, would be 13.49 percent of payroll, resulting in a difference of 0.99 percent 
of payroll between the total tax rate (12.5 percent of payroll) and the estimated 
actuarial level cost of the railroad retirement system as it would be amended by 
the bill. Exhibit A, attached, gives a more detailed analysis of the cost of the 
bill H. R. 4641. 

The bill H. R. 3755, as revised, amends the Railroad Retirement Act and the 
Railroad Unemployment Insurance Act as follows: 

(1) It inereases retirement annuities and pensions under the Railroad Retire- 
ment Act by 16% percent. 

(2) It makes no change in the survivor benefits under the Railroad Retirement 
Act except that the maximum average monthly remuneration for computing such 
benefits is increased from $250 to $300. 

(3) It eliminates certain restrictions in the Railroad Unemployment Insurance 
Act on the eligibility conditions for unemployment insurance and sickness benefits 
of employees engaged in certain railroad operations, by removing these restrictions 
from the disqualifying conditions (pars. (iii) and (iv) of section 4 (a) (1)), and 
by modifying the definition of a day of unemployment or sickness. 

The cost of the Railroad Retirement Act as it would be amended by H. R. 3755, 
as revised, would be 14.4 percent of payroll, resulting in a difference of 1.9 percent 
between the total tax rate (12.5 percent of payroll) and the estimated actuarial 
level cost of the railroad retirement system as it would be amended by the bill. 
Exhibit B, attached, gives a more detailed analysis of the cost of the bill H. R. 
3755, as revised. 

The bill H. R. 3669 provides the amendments to the Railroad Retirement Act 
which the Board has described in its report to you on that bill, dated April 24, 1951, 
as follows: 

“(1) It provides a generally well-rounded system of retirement and survivor 
benefits, * * *. [It increases retirement annuities by about 14 percent and 
pensions by 15 percent; it provides that if an employee is also entitled to a retire- 
ment benefit under the Social Security Act, his railroad-retirement annuity shall 
be reduced by the amount of the social-security benefit, or the portion of the an- 
nuity based on prior service, whichever, is less; it makes substantial increases in 
surv ivor benefits; and it provides spouses’ annuities equal to one-half the e mploy- 
ee’s annuity (but not to exceed $50), w hen both are age 65 or, when the spouse is 
a wife, if she has in her care the employ ee’s child under age 18). 

“(9) It takes cognizance ‘of the fact that the tax rates for the maintenance of 
the railroad-retirement system are higher than those for the maintenance of the 
social-security system and, accordingly, provides not only higher benefits than 
under the social-security system, but guarantees in addition that in no case shall 
the benefits under the Railroad Retirement Act be lower than the benefits or 
additional benefits which would be payable under the Social Security Act if service 
covered under the Railroad Retirement Act were ‘employment’ under the Social 
Security Act. 

(3) It takes account of the growing disparity between increased wage rates 
and retirement benefits by increasing the creditable and taxable compensation 
from $300 to $400 a month. This increased monthly creditable amount will be 
reflected both in retirement and survivor benefits, and will result in additional 
revenue. 

“(4) It meets the demand of many railroad workers for the crediting of their 
service after age 65 by providing such credit with respect to awards made after 
the date of enactment of the bill, even though such service was rendered prior to 
such date. 

(5) It meets the demand which has often been made upon the Board by em- 
ployees who elected joint and survivor annuities and whose wives predeceased 
them to restore the annuity in such cases to the original amount. 

**(6) It solves a problem which developed since the enactment of the Social 
Security Act, and is threatening to become serious. The railroad industry quite 
often offers employment to casual workers for short periods of time. These casual 
workers do not make railroading their careers, so that after working 30 or 40 years 
in their lifetime, their total work in railroad industry is seldom as much as 10 years. 
The problem created by such casual workers is solved by a provision transferring 
their benefit rights to the Social Security Act, * * 

“(7) It utilizes the savings to the old-age and survivors insurance trust fund, 
resulting from the existence of the separate railroad retirement system, * * 
to assist [in] meeting the cost of the increase in benefits.’ 

Exhibit C, attached, gives a more detailed analysis of the cost of the bill H. R. 
3669. 
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All three bills increase retirement annuities and pensions under the Railroad 
Retirement Act. With regard to the formula for increasing retirement annuities, 
the three bills compare as follows: 

H. R. 4641 would change the factor of ‘‘2.40” to ‘‘2.64,”’ “1.80” to “1.98,” 
and ‘1.20’ to “1.32.” 
H. R. 3669 would change the factor of ‘‘2.40” to “2.80,” “1.80” to “2.00,” 
and ‘1.20’ to “1.40.” 
H. R. 3755, as revised, would change the factor of ‘‘2.40” to ‘‘2.80,”’ “1.80” 
to ‘‘2.10,”’ and “1.20” to “1.40.” 
Note the rather minor difference in this formula between the bills H. R. 3669 and 
H. R. 3755, as revised, on the one hand, and the rather substantial difference in 
this formula between the bill H. R. 4641 and the two other bills, on the other 
hand. Note also that the ‘‘2.10” factor in H. R. 3755, as revised, would produce 
a maximum of $3 a month more than the “2.00” factor in H. R. 3669; that is, an 
employee with an average monthly compensation of $150 to $300 and 30 vears of 
service, would receive $3 more under H. R. 3755, as revised, then under H. R. 3669 
but less than $3 a month more if the avearge were over $50 and less than $150 or 
the years of service were less than 30, and no increase if the average were $50 or 
less. On the other hand, employees in the lower brackets of compensation and 
service would receive more under the bills H. R. 3669 and H. R. 4641 than they 
would receive under the bill H. R. 3755, as revised. This would be so because the 
bills H. R. 3669 and H. R. 4641 provide that if a retirement annuity is less in 
amount than it would be if the employee’s railroad service were covered under the 
Social Security Act, the annuity shall be increased to the greater amount. There 
is no such provision in H. R. 3755, as revised. Moreover, after a few years, 
employees in the higher brackets would also receive more under H. R. 3669 than 
they would receive either under H. R. 3755, as revised, or under H. R. 4641, 
because of the increase in creditable compensation from $300 to $400 a month 
which is provided for in H. R. 3669, but not provided for in either of the other 
two bills. 

The bill H. R. 3669 makes substantial increases in survivor benefits to compen- 
sate for the high taxes paid by railroad employees, and guarantees that if such 
benefits are less than they would be if railroad service were ‘‘“employment”’ under 
the Social Security Act, they shall be increased to the greater amount. The bill 
H. R. 3755, as revised, makes no increase in survivor benefits except for the change 
in the average monthly remuneration for computing such benefits; and the bill 
H. R. 4641 does not permit the survivor benefits under the Railroad Retirement 
Act to be greater than under the Social Security Act even though the taxes for the 
maintenance of the Railroad Retirement Act are about four times (ultimately 
twice) as high as those for the maintenance of the Social Security Act. 

With regard to the cost of the three bills, Exhibit A, as hereinbefore explained, 
shows with respect to H. R. 4641, a difference of 0.99 percent of payroll between 
the total tax rate and the estimated actuarial level cost of the railroad retirement 
system as it would be amended by this bill. Exhibit B shows, with respect to the 
bill H. R. 3755, as revised. a difference of 1.9 percent of payroll between the total 
tax rate and the estimated level cost of the railroad retirement system as it would 
be amended by this bill. Exhibit C shows, with respect to H. R. 3669, a differ- 
ence of 1.63 percent of payroll between the total tax rate and the estimated actu- 
arial level cost of the railroad retirement system as it would be amended by this bill. 

The benefits and costs of the three bills may well raise the question in the minds 
of the members of your committee as to why the bill H. R. 3669, the cost of which 
is less than H. R. 3755, as revised, and only slightly more than H. R. 4641, can 
provide so much more in benefits than either of the other two bills. The answer 
to this question is to be found in the financing provisions of the three bills. The 
bill H. R. 4641, aside from the savings which would result from the provision 
against duplication of benefits on the basis of prior service, provides for savings 
to the system of only about $50 million from the $50 work clause (which prevents 
the payment of an annuity for any month during which the beneficiary earns 
more than $50); the bill H. R. 3755, as revised, makes no provision whatsoever 
for the financing of the additional cost; while the bill H. R. 3669 provides for 
savings and additional revenues to the system totaling about $230 million to be 
derived from the following three sources: 

Per annum 
(1) The $50 work clause, about _ _ - _. $50, 000, 000 
(2) Financial adjustment between the railroad retirement and social- 
security systems, about _- -- ._. 100, 000, 000 
(3) Change in the taxable and creditable monthly compe nsation 
from $300 to $400, about note 80, 000, 000 


Total savings and additional revenues, about. ime 230, 000, 000 
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The bills H. R. 4641 and H. R. 3669 are similar insofar as both contain pro- 
visions not contained in H. R. 3755, as revised, mainly the $50 work clause and 
the over-all minimum guaranty that the retirement annuities under the Railroad 
Retirement Act should not be less than they would be under the Social Security 
Act if railroad service were ““employment”’ under the Social Security Act. Fur- 
ther, those bills deal with the problem presented by the disability annuity work 
clause, by the elections made in the past of joint and survivor annuities, and by 
the payment of benefits on the basis of prior service to persons who are also en- 
titled to benefits under the Social Security Act. 

The bills H. R. 4641 and H. R. 3755, as revised, are similar insofar as both fail 
to deal with the following matters that are dealt with in H. R. 3669: 

(1) Neither provides spouses’ annuities as does H. R. 3669. 

(2) Neither utilizes the savings of about $100 million a year to the social- 
security system from the existence of the separate railroad retirement system, to 
increase benefits under the Railroad Retirement Act, as does H. R. 3669, although 
the bill H. R. 4641 has proposed a study for such or similar purpose and the spon- 
= the bill H. R. 3755, as revised, have indicated agreement with such proposed 
study. 

(3) Neither derives additional $80 million for increasing benefits under the 
railroad retirement svstem by changing the taxable and creditable monthly 
compensation from $300 to $400, as does H. R. 3669. 

(4) Neither eliminates the discrimination, as does H. R. 3669, against railroad 
employees which denies them credit for service after age 65 even though the ecom- 
pensation for such service is taxable. 

(5) Neither solves the problem presented to the railroad retirement system by 
millions of persons, most of whom have less than 1 year of railroad service, and 
all of whom have less than 10 vears of railroad service, by transferring them to the 
social-security system, as does H. R. 3669. 

There are other differences among the three bills, but the comparison above 
made should be helpful in the development of all such differences. 

It is the considered opinion of the Board, after careful consideration of the bills 
H. R. 3755, as revised, and H. R. 4641, that neither of them is adequate to meet 
the problem confronting the railroad retirement system. The Board, therefore, 
recommends that no favorable consideration be given to either of them. 

With respect to the amendment to the Railroad Unemployment Insurance 
Act proposed in H. &. 3755, as revised, the Board has been informed that the 
carriers objected to the original proposal which did no more than strike out 
paragraphs (iii) and (iv) of section 4 (a) (1); that the operating brotherhoods 
have, by their latest revision of this amendment, attempted to meet the carriers’ 
objections and that representatives of the two groups are now attempting to 
agree on some language in substitution for the language in the latest revision. 
In view of this, the Board is in no position to comment thereon at this time. 
The Board believes, however, that whatever language is agreed upon by the 
parties, the restrictions proposed by the amendment should be retained as dis- 
qualifving conditions rather than as a proviso on the definition of a day of unem- 
ployment or sickness, and that such restrictions should not embrace classes of 
service not now embraced. 

Due to the urgent request of your committee, time has not permitted submis- 
sion of this report to the Bureau of the Budget. When we have received the 
comments of the Bureau, we shall forward them to you. 

A separate statement of one member of the Board follows. 

Respectfully submitted. 

Wriuram J. KenNeEpy, Chairman. 


SepaRaTeE STaTeMENT oF F. C. Squire, MempBer, Raritroap RETIREMENT 
Boarp, ConcerRNING H. R. 4641 


I recommend the enactment of H. R. 4641. 

Although the estimated cost of the bill (13.49 percent of payroll) exceeds the 
tax income of 12.5 percent by 0.99 percent, the bill requires that within the next 
6 months a study be made and a report and recommendation for legislation be 
made concerning the relation between the railroad retirement and social-security 
systems looking toward possible further correlation or coordination of the two 
systems. It is my hope that this will result in legislation that will provide sub- 
stantial additional financing for the railroad retirement system through savings 
realized by “reinsuring”’ its coverage under the social security system without in 
any way affecting the independence and integrity of the railroad system. Such 
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savings, I believe, will be at least enough to cover the deficit of 0.99 percent of 
the payroll, which would result from enactment of this bill, and possibly more. 

Whereas H. R. 4641 would result in a deficit of 0.99 percent of the payroll 
without any allowances for possible savings through some form of future adjust- 
ment between the railroad retirement and social-security systems, H. R. 3669, 
which the majority of this Board favors, would result in a deficit of 1.63 percent 
of the payroll (about $80 million per vear) after allowing for savings equal to 
1.2 percent of the payroll, which it is hoped may come from ‘‘reimbursement”’ from 
the OASI trust fund. I am ds strongly desirous as anyone of obtaining savings 
from social security and I have advocated the principle for several vears. But 
I want the receipt of the additional money assured before we are committed to 
spending it. H. R. 3669 does not specifically provide that we are to receive the 
1.2 percent but merely that a study be made with the contemplation that legis- 
lation five or more years from now wil! provide for the transfer. That is too 
uncertain, particularly in view of the opposition to this bill of both the Bureau of 
the Budget and the Social Security Administration (pp. 606 and 608 of printed 
Senate hearings on 8. 1347). H. R. 4641 also provides for such a study but to be 
made at a much earlier date and on a somewhat broader basis. However, in the 
meantime, it does not provide for increased costs in excess of any savings that can 
reasonably be expected to result from such form of coordination or adjustment 
between the two systems as might come from such a study. 

An additional doubt as to the 1.2 percent of payroll (which has been deducted 
as assured income in the Board’s actuarial calculations of net cost of 14.12 percent) 
was injected in the Senate committee hearings by Mr. Robert J. Myers, actuary 
of Social Security. His estimates of the savings to the railroad retirement fund 
from the ‘reimbursement’ honed for in H. R. 3669 is substantially less than the 
1.2 percent estimated by Mr. Joseph Musher, actuary for the Railroad Retirement 
Board. Both Mr. Musherand Mr. Mvers are able men. I hope that the estimate 
of our actuary, Mr. Musher, is more nearly correct than that of Mr. Myers. But 
until they get closer together in their estimates, or until outside actuaries, such as 
the actuary of the Treasury, investigate and advise, I think the railroad retirement 
system should not be committed to spend the whole 1.2 percent plus a deficit of 
1.63 percent more. 

For my views on other features of H. R. 3669, I respectfully refer to my separate 

_statement accompanying the Board’s report of April 24, 1951, on that bill. In the 
second paragraph of that statement I mention $100 million. That includes the 
1.2 percent above mentioned, as to which I now have some doubt. 

While the majority report of the Board emphasizes the increase in benefits 
which would automatically result to the higher-salaried employees from the 
increase of creditable compensation to $400 per month, which is proposed in 
H. R. 3669, it refers to the resulting increase of $80 million in tax revenue in 
terms which might lead to the impression that the entire $80. million would be 
available to help finance the liberalization of benefits for which the bill provides. 
As a matter of fact, of course, only apart of it would be so available, since a 
substantial part would be required to meet the increased benefits which would 
automatically result from such an increase in creditable compensation. Such 
resulting increase in benefits, however, would come only in annuities to be awarded 
in the future and would come but slowly. For example, it would be 10 years 
before an annuity would be increased by as much as $14 per month as the result 
of this provision. The taxes on every emplovee earning over $300 per month, 
however, as well as the taxes on the railroad, would, of course, be immediately 
increased. 

The attached table (exhibit D) shows a comparison of the costs of H. R. 4641 
with the costs of H. R. 3669 and H. R. 3755 as revised. 

F. C. Squire. 


Exnuisir A 
Cost or H. R. 4641 


The purpose of this memorandum is to present a cost estimate for amendments 
to the Railroad Retirement Act introduced by Mr. Priest on June 28, 1951. The 
provisions of such amendments are contained in H. R. 4641. 

This bill proposes the following major changes affecting costs: 

(a) The regular retirement benefit formula is increased by 10 percent. This is 
done by changing the annuity factor for the first $50 of monthly compensation 
from 2.4 percent to 2.64 percent; the factor for the next $100 is revised from 1.8 
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to 1.98 percent and the factor for the next $150 of monthly compensation is 
changed from 1.2 to 1.32 percent. 

(b) A corresponding change is made in the minimum annuity which now 
becomes: 

(1) $3.96 multiplied by the number of years of service, 
(2) $66, or 
(3) the monthly compensation, whichever is least. 

(ec) For individuals who have retired on a nondisability annuity an additional 
social-security type work clause is introduced which leads to the suspension of 
benefits for any month in which such nondisability annuitant returns to work 
and earns more than $50 in ‘“‘wages.’’ In case of disability retirements the wage- 
clause restriction begins at $100 while the disability annuitant is under age 65; 
when he attains that age, the same work-clause restriction goes into effect ($50) 
as for the nondisability annuitant. The work clause for disability annuitants 
before age 65 supersedes the present type of disability work clause. 

(d) The reguldr monthly survivor-insurance benefits are in effect raised to the 
social-security level. Further conformity is accomplished by providing a uniform 
lump-sum insurance benefit equal to three times the ‘basic amount.’’ As under 
the Social Security Act, no distinction is made in this bill as between the insured 
employee whose death gives rise to immediate monthly benefits and the one 
whose decease does not. 

In the allocation of the various monthly survivor insurance benefits the same 
proportions are taken of the “‘basic amount”’ for the various types of beneficiary 
categories as is provided with respect to the “‘primary insurance amount”’ used 
under the Social Security Act. This “basic amount’’ is obtained by taking 50 
percent of the first $100 of average monthly remuneration and 15 percent of the 
next $200 of such average monthly remuneration. 

There are two aspects with respect to which the survivor insurance benefits 
under H. R. 4641 are costlier than under the Social Security Act. First, the 
ceiling on compensation and wages in a year is raised retroactively to $3,600 
beginning with 1937; second, in the determination of the “average monthly 
remuneration’’ with respect to railroad retirants prior to age 65, there is sub- 
tracted from the elapsed period any quarter during which the retirement benefit 
was payable to the extent it was not also a quarter of coverage. In consequence 
the “average monthly remuneration” is higher than would be the corresponding 
“monthly wage’’ under the Social Security Act, and the application of the same 
formula will produce a higher railroad survivor insurance benefit accordingly. 

(e) An additional minimum provision is introduced which guarantees that the 
railroad retirement benefit will not be less than the social-security benefit or the 
additional social-security benefit to which the employee would have been entitled 
if railroad employment were included under social-security coverage since 1936. 

(f) The increases introduced under items (a) through (e) above are to be effec- 
tive retroactively without application therefor to the Railroad Retirement Board, 

(g) For cases involving prior service credits together with eligibility for social- 
security benefits, provision is made to reduce the railroad retirement benefit to 
extent of prior service credit or social-security benefit, whichever is less. 

The changes introduced by H. R. 4641 would increase the level cost to 13.49 
percent—0.99 percent of payroll above the present tax rate. Both figures com- 
pared herein relate to a $4.9 billion payroll. The detailed breakdown of the in- 
creased costs arising under this bill is contained in the following table: 
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Cost estimate of H. R. 4641 on the assumption of an equivalent level payroll of $4.9 
billion 
Cost as percent 
of payroll 


Se eS ee es eee 


1. Age annuities and pensions__-_....------------ 
2. Disability annuities before age 65_ : sath 
3. Disability annuities payable after age iis sai 


ee he ee a a Se ey eer 


1, Aged widows’ and parents’ annuities _._-- -- 
2. Widowed mothers’ annuities 

3. Children’s annuities__ 

4. Lump sum__------ 


Cc. Other costs 


1. Residual payments_- - 
2. Administrative expenses _ _ 
3. Maximum and minimum provisions 


D. Summary: 
1. Total costs____ 
2. Reduction on account of funds on hand_. 


3. Net costs 


Norte.—Except for the payroll assumption, all other cost factors and employment assumptions of the 
fourth valuation were retained. 


Exuipit B 
Cost or Revisep Drart or H. R. 3755 (S. 1353) 


The revised draft of H. R. 3755 contains the following major amendments 
directly affecting costs: 

(a) The regular retirement benefit formula is increased by 1624 percent. This 
is done by changing the annuity factor for the first $50 of monthly compensation 
from 2.4 percent to 2.8 percent; the factor for the next $100 is revised from 1.8 
percent to 2.1 percent; and the factor for the next $150 of compensation is changed 
from 1.2 percent to 1.4 percent. 

(6) A corresponding change is made in the minimum annuity which now be- 
comes: (a) $4.20 multiplied by the number of years of service, (b) $70, or (c) the 
monthly compensation, whichever is least. 

(c) Permissible earnings of survivor beneficiaries in social-security employment 
are increased from $25 to $50 per month. 

(d) In the determination of the average monthly remuneration for the purpose 
of survivor benefits, the ceiling on wages and compensation for any particular 
calendar year is increased from $3,000 to $3,600. While the survivor benefit 
formula itself remains unchanged, the result is to increase the dollar amount of 
the benefit in the average monthly remuneration range above $250. The maxi- 
mum relative increase arising for this item (for individuals whose average monthly 
remuneration now becomes $300) is 10‘ percent. 

(e) Increases introduced under items (a) to (d) above are to be effective retro- 
actively without application therefor to the Railroad Retirement Board. 

The proposed percentage increase in the existing level of retirement benefits 
would tend to speed up the rate of retirement, especially since the bill does not 
stiffen the present postretirement work restrictions. While some allowance should 
have been made for such factor, none was taken in the development of the cost 
estimate presented in the attached table. On the other hand, a total allowance 
of 0.1 percent was made for the regular survivor insurance benefits to reflect the 
change in the definition of average monthly remuneration with its corresponding 
effect on the level of survivor benefits. As a partial offset against the increases 
orovided in the regular retirement and survivor benefits, the cost of the residual 

enefits has been reduced by 0.06 percent. 
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In summary, the changes introduced by the present draft of H. R. 3755 would 
increase the level cost we would presently quote for the existing benefits from 
12.6 percent to 14.4 percent—a net addition of 1.8 percent of payroll. It should 
be noted ‘that the comparable level cost figures quoted herein both relate to a 
$4.9 billion payroll. 


Cost estimate for revised draft of H. R. 3755 on the assumption of an equivalent level 
payroll of $4.9 billion 
Cost as percent 
of payroll 


A.* Retirement benefits _- cvbod 24 a | 
1. Age annuities, pensions, and options bate Eee in ee 
2. Disability annuities payable before age 65____.--__------- 1. 70 
3. Disability annuities payable after age 65___- ‘ z -. hea 


Survivor insurance benefits : : se ~s 2. 48 


1. Aged widows’ and parents’ annuities _ _- ae ee 
2. Widowed mothers’ annuities way 48 
3. Children’s annuities__ ~~~ : ; : “7 . 29 
4. Lump sums_ - 


SEE RT, a ey ree ere 


1. Residual payments___- 
2. Administrative expenses _ - 


D. Summary: 
1. Total costs 


3. 


Note.—Except for the payroll assumption, all other cost factors and employment assumptions of the 
fourth valuation were retained. 


Exurpir C 
Cost or THE Biitu H. R. 3669 


The latest valuation of the railroad retirement account was made as of Decem- 
ber 31, 1947. The next will be as of December 31, 1950, but data will not be 
available to permit its completion until some time in 1952. For the 1947 valua- 
tion, an extensive study was made of all factors entering into the cost of the 
railroad retirement system. These factors include the rates of retirement of 
railroad employees, the rates of disability, mortality rates, withdrawal rates, 
nonfiling, effect of work clauses, payrolls, benefit payments, family composition, 
revenues, and others. On the basis of these studies, certain assumptions were 
made. For the purpose of estimating the cost of H} R. 3669, all of the assump- 
tions of the 1947 valuation were retained except the estimate of future payrolls, 
and the effect of work clauses. A change in estimated payrolls is made necessary 
by the change in economic conditions and rates of pay in the railroad industry. 
As for the fourth valuation, the level payroll used in these calculations has been 
derived from studies of estimated future annual creditable payrolls prepared by 
the Board’s economic staff. Changes in the work-clause allowance are necessary 
because of the more restrictive provisions of the bill as applied to emplovee 
annuitants. There is no reason to believe that the studies for the next valuation 
will change other assumptions in any material way. All assumptions remain 
reasonably conservative, though probably slightly less so than for the 1947 
valuation. 

Since the task of estimating the costs of H. R. 3669 is more complex than that 
for the present Railroad Retirement Act or for other amendments which have 
from time to time been proposed or adopted, the resulting level cost estimates are 
necessarily subject to some change up or down. The time available would not 
have permitted a complete analysis of all the factors involved, even if all necessary 
data were available. 
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A future equivalent level payroll of $5.2 billion is used. The equivalent level 
payroll is one figure which is used for all years in the future. It is a kind of 
weighted average of a series of differing future annual payrolls in which the 
heaviest weight is applied against the earliest vears to take into account the effect 
of compound interest. The effect on reserve balances is over the long-range 
equivalent to the results that would be attained if the same flat tax rate were 
applied to the varying annual payrolls. 

n the 1947 valuation, an equivalent level payroll of $4.6 billion was used. 
In that figure, only a slight allowance was made for wage increases in the future. 
Such increases have already considerably exceeded the allowance made. More- 
over, economic conditions in the railroad industry have been more favorable than 
was anticipated and will probably continue so for a number of years. Indications 
are that a payroll estimate on assumptions between reasonably high and reason- 
ably low at the present time would be a little under $4,billion. This and the 
$4.6 billion figures are on taxable compensation not in excess of $300 per month. 
H. R. 3669 increases the taxable compensation to $400 per month. The increase 
of the taxable payroll to $5.2 billion on the $400 per month base is quite moderate. 
A greater increase might be justified, but if made would require such changes in 
other assumptions that the net result on tax rate would be minor. 

On the basis of these assumptions, the following estimates of costs in terms of 
tax rates have been made for the various types of benefits provided by the Railroad 
Retirement Act as amended by H. R. 3669: 


Retirement annuities: 
Age 
Disability _ 


Spouses’ annuities 
Survivors’ annuities: 
Aged widows and parents 
Widowed mothers 
Children 
Insurance lump sums 


Residual lump sums : 
Maximum and minimum provis ions 


Total gross benefit cost 
Net offset: 

A. Value of future benefits according to social-security 
schedule on railroad compensation credited under 
Railroad Retirement Act 

B. Taxes according to social-security schedule on rail- 
road payrolls after 1950 ; 

Excess of accumulated social-security taxes on rail- 
road retirement payrolls in 1937-50 over additional 
social-security benefit which would have been paid 
if railroad retirement earnings had been included 
in definition of ‘‘wages’’ ital . 40 





Net value of adjustments with old age and survivors insur- 
ance trust fund (A—(B+C))- 

Funds on hand 

Administrative expenses 

Net offset (D+ E—F)- 


Total net cost 


ee 


re 
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Exuisit D 


Comparison of costs of H. R. 3669, H. R. 3755 (revised) and H. R. 4641 
[Cost as percent of payroll] 








Provided in bills: 


Taxes on less-than-10-year men from 1951 





Taxes on less-than-10-year men, 1937-50 
ay Nh Sot, oh hak kl ba ke daswdiee 
Contemplated in bills—provision contemplating reimbursement by 


Social Security: 
Benefits payable by Social Security, 6.57 —0.67 














Social-security taxes, 0.34 +4.36 





1 From p. 537 of printed Senate hearings on S. 1347. 

2 From footnote 2, p. 537 of printed Senate hearings on 8S. 1347. 

3 From table at top of p. 623 of printed Senate hearings on 8. 1347. 

4 Contemplated but not yet formalized nor calculated nor deducted. 


x 





“ys 5 orn Ce rr eae 
Lane HN aa SRR ONY: PISS Pes ae ee ~~ vt. haa ae ty $ 


(ew a 


& 








